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Preface 


This budget document provides an overview of the Government of Canada’s fiscal 
plan for the remainder of the 1980s. It provides a summary of the strategic actions 
that the government has taken, in the November 1984 Economic and Fiscal 
Statement and in this budget, to control the national debt and thus establish a 
solid foundation for economic renewal. Together, these actions constitute an 
integrated fiscal strategy that will play a major role in putting Canada back ona 
course of sustained economic growth and prosperity. 


As in past years, the fiscal plan is laid out within the overall context of an 
economic forecast. But it is important to recognize that forecasting is an uncertain 
business and it would be most unusual for events to turn out precisely as foreseen 
in this budget. In this document the fiscal estimates for 1985-86 and 1986-87 have 
been set out explicitly but they remain heavily contingent on the economic 
assumptions, which are detailed in a separate budget document entitled Canada’s 
Economic Prospects, 1985-1990: The Challenge of Economic Renewal. For the 
remaining years of the decade, the uncertainties that I have had to consider are 
much greater. The strategy that I have implemented in my budget recognizes and 
reflects these uncertainties. The strategy will ensure steady and substantial 
reduction in the federal deficit and will go a long way towards bringing the growth 
in federal debt into line with the growth of the economy. 


This, together with other actions to encourage private initiative and improve the 
effectiveness of government management and programs, will provide a secure 
foundation for durable prosperity. 


The Honourable Michael H. Wilson 
Minister of Finance 
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1. The Government’s Fiscal Strategy: An Overview 


The Fiscal Problem 


It is essential that fiscal policy in Canada be directed to fostering sound economic 
performance over the medium term. In this regard, the growing public debt and 
the prospect of a rising trend in the ratio of debt to national output pose a serious 
obstacle to the prospects for economic renewal and sustained non-inflationary 
growth over the remainder of the decade. The actions of this budget to control the 
growth of the federal public debt are directed at removing this obstacle to 
economic growth and job creation. 


Budgetary deficits have been commonplace in Canada since the early 1970s. 
These deficits have risen sharply, both in dollar terms and in relation to the size of 
the economy. From 1973-74 to 1984-85 the budgetary deficit rose from 1.2 per 
cent of the gross national product (GNP) to an estimated 8.5 per cent. By 1990-91 
budgetary deficits will have prevailed over a span of some 20 years. These deficits 
have resulted in a large and rapidly growing public debt. As a percentage of GNP, 
net federal government debt fell steadily from the early 1950s to a low of 16.6 per 
cent in 1974-75. Since that time, however, it has advanced steadily, reaching an 
estimated 45.2 per cent in 1984-85. During the past three years the debt has 
grown almost four times faster than GNP and federal debt charges have grown 
three times faster than revenues. The course of the debt-to-GNP ratio over the 
remainder of the 1980s will depend critically on three factors: interest rates, real 
growth rates in the economy and the size of the deficit. 


In any given year, a budgetary deficit can provide support to economic activity. If, 
however, over an extended period of time real interest rates exceed real economic 
growth, as has been the case in recent years and is the case today, the deficit will 
tend to grow rather than decline since the economy is unable to generate sufficient 
additional revenue to pay the ever-increasing debt service charges on its growing 
debt. The government must then continue to borrow from future growth simply to 
pay the carrying costs of past deficits. Such borrowing itself increases future 
interest charges and sets in motion a vicious circle where, without policy action, 
the debt continues to grow faster than the economy. 


There are several reasons why this situation, if allowed to continue, would threaten 
Canada’s ability to expand its economy and create jobs. One key reason is that 
high deficits and a rising stock of debt put upward pressure on Canadian interest 
rates, relative to international interest rates. The vicious circle of deficits, growing 
debt and ever-increasing debt carrying charges is thereby reinforced. Reducing the 
deficit and stabilizing the debt-to-GNP ratio is a critical part of the government’s 
strategy to create a framework that will allow interest rates to decline. 


Rapid and steady growth in the debt-to-GNP ratio can also fuel inflationary 
expectations. Fears can rise that the government will begin to finance its growing 
debt through increased money creation. This puts further upward pressure on 
interest rates, thus retarding investment growth and employment, limiting the 
scope for growth-oriented policies, and compounding the deficit problem. 


Business investment will also be adversely affected by persistent large deficits and 
a rising debt-to-GNP ratio. To the extent that interest rates are pushed up and 
inflationary expectations are encouraged, business and consumer confidence will 
be eroded and decisions to purchase new machinery, expand capacity and create 
jobs will be shelved. This lower investment will lead to lower potential growth, 
further worsening the fiscal situation and thereby further reducing investment and 
growth. 


To ignore the reality of the current fiscal situation would be to severely endanger 
the economic future of this country. If the past pattern of large federal deficits and 
growing debt were allowed to continue, upward pressure would be maintained on 
interest rates, the government’s control over fiscal policy would be jeopardized, 
private sector investment would be reduced and ultimately growth and 
employment prospects for the economy would be seriously endangered. 


The longer action is delayed, the more serious the problem would become and the 
more Draconian the future corrective action would have to be. Higher economic 
growth alone cannot solve the problem. But positive action taken now to correct 
the imbalance between revenues and expenditures can set the country on the path 
to higher growth which will further ease the problem. 


Fiscal Strategy 


This budget represents a major step towards controlling the growth of the federal 
public debt. Direct action is being taken to remove obstacles to growth, to improve 
the climate for risk-taking, to make markets work better, and to increase 
investment and employment. At the same time, action is being taken to reduce the 
deficit directly, mainly through expenditure reductions. This will provide room for 
Canadian interest rates to decline relative to those in the United States, thereby 
increasing investment, growth and jobs. Taken together these actions will lead to 
higher growth, greater revenues and lower debt charges. 


But controlling the federal public debt will not, and indeed should not, be achieved 
by overly severe and highly disruptive short-term actions. The Canadian economy 
has now entered its third year of recovery. By historical comparison the recovery 
in output has proceeded at a slightly above-average pace. But the recovery has not 
been balanced. The pace of recovery of final domestic demand has been only half 
that of real GNP. The performance of business investment has been extremely 
weak and signs of a revival in investment spending are only beginning to emerge. 
As well, the rapid pace of economic activity in the United States, which provided 
much of the impetus to growth in all industrialized countries over the past two 
years, has now slowed to more sustainable rates and there remains considerable 


uncertainty with respect to interest rate and growth prospects over the next year 
or two. Beyond the short term, this uncertainty increases greatly. 


A successful strategy to restore fiscal order requires that these developments and 
uncertainties be recognized and reflected in the nature, balance and timing of 
government actions. As Table 1.1 shows, the measures introduced in this budget 
and in the November 1984 statement will grow over time and provide growing 
fiscal flexibility over the medium term. 


It is not possible, however, to predict with a high degree of precision how the 
economy and the government’s fiscal position will evolve in the later years of the 
decade. Government policy actions will play a critical role. But economic and 
fiscal performance will also be affected significantly by the actions of Canadian 
consumers and investors and by events in the world economy. Over the next five 
years the cumulative impact of these factors is likely to be very large. 
Nevertheless, despite this uncertainty, the challenge of moving our economic and 
fiscal performance in the right direction is today’s challenge and must be 
addressed today in ways that will increase the government’s flexibility to react to 
unanticipated events over the remainder of the decade. 


The government’s medium-term fiscal plan has been developed to meet this 
challenge. By the end of the decade, the measures introduced in this budget together with 
the actions taken last November will directly reduce the deficit by about $20 billion and 
the stock of debt by about $75 billion from what it would otherwise have been. 


In implementing this fiscal strategy, priority has been given to reducing 
government overhead expenditures, improving the management of cash, real 
property and investments, and reducing expenditure on those programs that do not 
make a significant contribution to economic growth or to social and cultural 
progress. To accomplish this objective, significant actions were taken in November 
which eliminated certain programs and agencies which had outlived their 
usefulness, reduced program spending in other areas, tightened the management 
of many programs, deferred capital projects, and significantly reduced government 
overhead. Further actions were taken to reduce non-budgetary expenditure, 
enhance cost recovery and speed revenue collection. The impact of these actions 
was to reduce financial requirements by about $4.2 billion in 1985-86. These 
measures, along with a reduction in policy reserves, had the effect of reducing 
expenditures by $3.5 billion in 1985-86, by $3.2 billion in 1986-87 and by 

$4 billion by 1990-91. 


In this budget, further action is being taken to reduce expenditures by $2.0 billion 
in the current fiscal year, growing to $3.5 billion in 1986-87 and over $8 billion by 
1990-91. These actions include: further improvements in cash and property 
management, privatization of Crown corporations, tightened management of 
overhead and public service costs, and further cost recovery. They include 
reductions in economically unproductive expenditures and subsidies, the closure of 
redundant heavy water plants, and reduced grants to business. Action is also being 
taken to slow the growth of transfers to persons through modification of the 
indexation formula for old age security and family allowances. In addition, the 


government proposes to reduce the growth rate of transfers to provinces to effect 
substantial savings by the end of the decade. 


All these expenditure reduction actions have been aimed at reducing the 
misallocation of resources, improving the framework for growth and targeting 
expenditures more effectively. Consistent with this philosophy of improving 
program effectiveness, the government has also increased expenditures on some 
programs to improve growth and job prospects. In particular, training and 
employment development programs have been enhanced. 


Taking into account all expenditure actions of last November and this budget, 
expenditures have been reduced by $3.8 billion this year, $5.3 billion next year and 
over $11 billion by 1990-91. Because of these reductions and the revenue increases 
described below, the government will have to borrow considerably less than would 
otherwise have been the case. This decreased borrowing will result in reduced debt 
charges of $0.2 billion this year, growing to $0.8 billion next year and an 
estimated $4.5 billion by 1990-91. 


By 1990-91, this fiscal strategy will have led to a net reduction of expenditures in 
the order of $16 billion, thus slightly exceeding the target of $10 — $15 billion set 
out last November. 


However, given the size of the current deficit, the large current stock of debt, and 
the degree of uncertainty about the future, further action was necessary to reduce 
the deficit and improve the framework for growth and investment. Thus, the 
budget also includes major measures on the revenue side. 


The four major features of this action are: 


e to create a tax structure that gives greater encouragement to individual 
enterprise, risk-taking, entrepreneurship, and investment; 


e toimprove the fairness and equity of the tax system; 


e to reduce the deficit in the short run through the imposition of temporary 
surtaxes; and 


e to put in place a revenue structure that will generate revenues that grow 
slightly faster than the growth in the economy, thus providing continuing help 
in the reduction of the deficit over the medium term. 


When combined with the actions taken in November, the total discretionary 
revenue increase due to policy action since September is estimated to be $0.4 
billion in the current year, $2.2 billion next year and $4.3 billion by 1990-91. 


As can be seen from Tabie 1.1 the total direct impact of the discretionary 
measures taken by this government will be to reduce the deficit by $4.4 billion this 
year, $8.3 billion next year, and about $20 billion by the end of the decade. As can 
be seen from Table 1.2, the deficit will be reduced to $33.8 billion in 1985-86 and 
$32.7 billion in 1986-87. About 80 per cent of this reduction will be achieved 
through action on the expenditure side, action that not only reduces expenditures 


Table 1.1 
Summary of the Fiscal Impact of Discretionary Changes since September 


1985-86 1986-87 1990-91 


(billions of dollars) 
Discretionary tax revenue changes 


November statement 


Tax revenue reductions O72 —0.2 0.0 

Tax revenue increases 0.4 0.6 0.2 

Total 0.2 0.4 0.2 
May budget 

Tax revenue reductions =122 — Sal -6.0 

Tax revenue increases 1.4 4.9 10.1 

Total 0.2 1.8 4.1 
Total revenue changes 0.4 Dae 4.3 


Discretionary expenditure changes‘! 


November statement 


Expenditure reductions ~3.5 —3.2 ~4.0 
Expenditure increases 1.5 0.4 0.5 
Total -2.0 —2.8 -3.5 


May budget™ 


Expenditure reductions -2.0 —3.5 -8.2 
Expenditure increases ace 1.0 0.4 

Total ~1.8 —2.5 -7.8 

Total program expenditure changes -3.8 -5.3 -11.3 
Reduction in debt interest charges —0.2 -0.8 -4.5 
Total discretionary change to the deficit -4.4 -8.3 —20.1 


nn nnn nnn ee eee UU EEE SSSaESSSSS SUS nS SS 


‘) Includes some cost-recovery measures. 
For details, see the Budget Papers document, Section III. 


but provides an expenditure structure that will make a greater contribution to 
economic growth and at the same time enhance social and cultural progress. 
Twenty per cent of the reduction is attributable to action on the tax side, action 
which greatly improves the framework for entrepreneurship and investment while 
at the same time making a significant direct contribution to deficit reduction. 


Actions have been spread over the remainder of the decade to avoid a disruptive 
shock to the economy. All actions are clearly identifiable, and although their 


Table 1.2 


Summary Statement of Transactions‘” 


1985-86 1986-87 
(billions of dollars) 


Budgetary transactions 


Revenues iieZ 19% 
Expenditures 105.0 109.7 
Deficit 3348 S257 
Non-budgetary receipts Dh 8.0 
Financial requirements 28.0 24.8 


‘) For details, see Table 4.2. Figures may not add due to rounding. 


impact is spread over time, Canadians know now what they are. Canadians can 
have confidence that the debt problem is being brought under control and can plan 
accordingly. Given a reasonable international economic environment, the debt-to- 
GNP ratio will have stabilized or begun to decline by the end of the decade. 


Outline of this Document 


This background paper provides an overview of the government’s fiscal strategy, 
which is focused on reducing the budgetary deficit and bringing the growth of 
federal debt more in line with that of the economy. The chapters which follow 
provide an integrated account of the budget measures and their impact on the 
government’s fiscal position, and summarize the main elements of the 
government’s fiscal strategy for the second half of the 1980s. 


Chapter 2 is devoted to the government’s multi-year expenditure plan. The focal 
point for the chapter is the government’s objective of a $10 — $15 billion reduction 
in the annual level of expenditures by the end of the decade. A report on progress 
to date is presented and the broad lines of the government’s action plan to 
implement further spending reductions are summarized. 


Chapter 3 discusses the government’s revenue plan. Consistent with its economic 
renewal objectives, this plan involves a number of actions to encourage business 
investment and make the tax system fairer, as well as containing tax increases 
essential to restore fiscal flexibility and control the growth of the federal 

public debt. 


Chapter 4 of this document provides a detailed presentation of the fiscal 
projections for 1985-86 and 1986-87. The discussion includes a review of the basis 
for the revenue and expenditure projections for these years. The chapter also 


includes a reconciliation between the budget’s fiscal projections and those of the 
November 1984 Economic and Fiscal Statement. It concludes with a brief 
description of the government’s financial requirements and borrowing authority 
needs for fiscal year 1985-86. 


The final chapter of this paper addresses the question of possible fiscal outcomes 
by the end of the decade. The chapter concludes with a section on projected trends 
in the fiscal position and the key factors influencing them. 


The paper has six annexes containing further background material. The first 
examines the recent evolution of the budgetary position of the total government 
sector. The second annex provides some rules-of-thumb to illustrate the degree of 
sensitivity of the federal budgetary position to the key economic variables. 

Annex 3 presents a statistical comparison of government deficits and debt across 
the major member countries of the Organization for Economic Cooperation and 
Development. A fourth annex provides the fiscal projections for 1985-86 and 
1986-87 on a national accounts basis. The fifth annex sets out historical data 
relating to federal revenues, expenditures, deficits, financial requirements and the 
net public debt. Finally, Annex 6 reports on the government’s debt operations. 
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2. The Expenditure Plan 


As part of the strategy for economic renewal, the government began in November 
1984 to reduce program expenditures and to reconfigure these expenditures to 
provide an improved framework for economic growth and job creation. This 
process has been continued in this budget. This chapter sets out the broad lines of 
the expenditure strategy and provides an accounting of the main elements of the 
plan by which the government intends to meet its expenditure reduction objective 
of $10 — $15 billion by 1990. 


The Expenditure Strategy 


The fundamental requirement of economic renewal is to promote growth of 
investment and jobs in the private sector of the economy. Key to the achievement 
of this goal are the reconfiguration of federal programs to make them more 
supportive of growth, the improvement of government management, and the 
control of federal public debt. To meet the challenge of growth and jobs the 
government laid out an expenditure strategy last November in its Agenda for 
Economic Renewal. Action to implement this strategy, which began in November, 
has been continued with this budget. 


Improving the effectiveness of government programs is essential to the better 
functioning of the Canadian economy. Many programs put in place years ago have 
outlived their usefulness and no longer make a net positive contribution to growth. 
Too often these programs simply prop up inefficient producers and prevent people 
and enterprises from engaging in more productive and profitable activities. 
Reduction or outright elimination of such programs is essential if Canada as a 
nation is to grow and prosper. An essential aspect of program reconfiguration is 
the provision of assistance to individuals affected by the changes to allow them to 
acquire new skills, to move to new locations, or to make other adjustments 
necessary to produce new products or services. Provision of such assistance is an 
essential element of the government’s effort to make its programs work better. 


Improving program effectiveness is also essential if Canada is to make social as 
well as economic progress. Some programs are less effective than they should be in 
targeting assistance to those most in need of help. Others provide valuable 
assistance, but do so inefficiently and at excessive cost. Reconfiguration of these 
programs to make them more effective at lower cost is an essential element of the 
government’s expenditure strategy. 


10 


By reducing and reconfiguring many programs, markets can be made to work 
better and the prospects for growth and jobs enhanced. In some cases, however, 
the achievement of greater productivity and better allocation of resources may 
require additional expenditure as well as rationalization of programs. This is 
particularly true in the case of labour market programs aimed directly at the 
provision of the new skills required by a growing economy. Assistance to promote 
adjustment in the labour market is essential for a growing economy and is 
provided for as part of the expenditure plan of the government. 


Over the years government has grown too big. It has engaged in commercial 
activities through its Crown corporations. Many of these activities result in the 
provision of goods or services which could be provided more cheaply or more 
effectively by the private sector. No useful purpose is served by government 
continuing in these activities. In other cases significant rationalization of the 
activities of Crown corporations would lead to better and cheaper services. The 
government has also made a number of investments which do little to foster 
economic development and yield no significant return to the taxpayer. The 
government is seeking to rationalize and reduce such activities. Thus, another 
essential element of the government’s strategy for renewal is the privatization of 
some activities and the rationalization of others. 


Not only must the government rationalize, improve and reconfigure its programs 
and Crown corporations, it must also manage its own resources more effectively. 
To achieve both cost reductions and more efficient administration, cash can be 
better managed, excess property disposed of, personnel and overhead costs 
reduced, and in some cases costs of operations recovered on a businesslike basis. 
Through better management of its own resources, the government can maintain 
the quality of services while reducing costs. 


A Ministerial Task Force on Program Review under the chairmanship of the 
Deputy Prime Minister is in the process of recommending changes to accomplish 
improved effectiveness, rationalization and reduction of the cost of many 
government programs. A formal status report New Management Initiatives: 
Initial Results from the Task Force on Program Review is tabled with this 
budget. 


In the process of reconfiguring non-statutory programs to promote growth, or of 
improving the management of the government’s own resources, significant savings 
can be realized and a significant contribution can be made to deficit reduction. 
However, non-statutory expenditures (excluding defence and Official 
Development Assistance) represented about 40 per cent of program expenditures 
in 1984-85. Thus, to achieve a large reduction of expenditures over the medium 
term requires that the growth of statutory expenditures — that is, primarily 
transfers to persons and the provincial governments — be reduced as well. 


The government’s objective in reducing these expenditures is to realize significant 
savings in a fair and balanced way, and in a manner which least affects those in 
greatest need. To accomplish this the government intends to spread these 
reductions over time so that individuals and provinces can plan their adjustment to 
slower growth in transfers in a measured and reasoned way. 


As the government is committed to maintaining Canada’s contribution to the 
Western Alliance, real expenditures on defence will grow over the medium term. 
The efficiency and effectiveness of these expenditures will be improved so that 
Canada plays her full role abroad. 


Finally, the government remains committed to assist the development of the 
poorest nations of the world. Expenditures on Official Development Assistance 
will continue to increase throughout the decade to meet the target of 0.6 per cent 
of GNP by the end of the 1980s. 


November Expenditure Changes 


In November the government began the task of reorienting its expenditure 
programs to restrain overall expenditure growth and redirect support to the most 
pressing economic and social priorities. For 1985-86, an estimated $2.2 billion was 
trimmed from energy programs, housing and broadcasting subsidies, industrial 
grants, and the foreign aid and defence programs, among others. A further 

$0.6 billion of reductions in non-budgetary expenditures was also implemented. 
Government overhead was pared by management initiatives estimated to save an 
additional $1.0 billion in 1985-86, and policy reserves were reduced by 

$0.3 billion. 


A number of measures were also taken to assist primary producers, to improve 
employment and training programs, to improve benefits for veterans and to extend 
the eligibility for spouses’ allowances. These actions increased expenditures by an 
estimated $1.5 billion for 1985-86. 


On balance, therefore, the first steps of the expenditure strategy taken in 
November resulted in net budgetary expenditure reductions and increased cost 
recovery of $2.0 billion in 1985-86, growing to $2.8 billion in 1986-87 and 
$3.5 billion by 1990-91. 


Expenditure Changes Since November 


With this budget, further expenditure changes have been implemented resulting in 
net additional savings of about $1.8 billion this fiscal year and $2.5 billion next 
year, growing to $7.8 billion by 1990-91. Details of these expenditure changes are 
provided in the Budget Papers document and are summarized in Table 2.1. The 
main elements are highlighted below in the sections that follow. 


Petroleum Incentive Payments: As a result of the Western Energy Accord, the 
payments under the petroleum incentives program will be terminated, producing 
substantial savings which will grow to over $900 million by 1990-91. 


Major Program Changes: To rationalize transportation services in Canada and make 
the best use of limited resources, transportation subsidies will be reduced by 
$75 million this year, $200 million next year and $600 million by 1990. Cost 


Table 2.1 


Expenditure Reduction and Cost-Recovery Measures‘) 


Estimated impact in 
1985-86 1986-87 1990-91 
(billions of dollars) 


A. Measures announced in November 1984 


Program reductions Dee el Dal 
Management initiatives is ihe 1.9 
Gross expenditure reductions 3° Bis 4.0 
Expenditure increases ee) 0.4 0.5 
Net expenditure reductions 2.0 2.8 Se) 


B. Measures taken since November 1984 


Petroleum incentive payments ~ 0.8 0.9 

Program reductions 0.5 0.7 1.0 

Management initiatives 1.5 1.7 Ze 

Transfers to persons - 0.3 2.0 
Transfers to other levels of 

government - ~ 2.0 

Gross expenditure reductions 2.0 a5 8.2 

Expenditure increases OF 1.0 0.4 

Net expenditure reductions 1.8 29 L8 

C. Reduction in debt charges 0.2 0.8 4.5 

D. Total expenditure reductions 4.0 6.1 15.8 


‘) For details see the Budget Papers. 


recovery will be increased and in particular the operation of VIA Rail in the 
Windsor-Quebec City corridor will move towards full cost recovery. In keeping 
with the philosophy of improving the operation of markets and removing the heavy 
hand of government from decision-making by entrepreneurs and businesses, grants 
and other subsidies to producers will be reduced. Industrial subsidies will be 
reduced by $100 million this year and $150 million next year; agricultural 
subsidies will be reduced by $50 million each year. Operations of AECL will be 
rationalized and profitable activities commercialized. The heavy water plants will 
be closed. In keeping with the government’s philosophy to provide adjustment 
assistance, a major adjustment program for the Cape Breton region will be put in 
place. These program changes along with others described in the Budget Papers 
will generate savings of $0.5 billion in 1985-86, $0.7 billion next year, and about 


$1 billion by 1990-91. Finally, further reflecting the commitment of the 
government to help individual Canadians adapt to changing circumstances, an 
additional $900 million will be allocated for the new training and employment 
development programs in 1986-87. 


Management Initiatives: During the coming years the government will rea'ize 
significant savings through more businesslike management of government 
resources. Initial substantial savings will be obtained by improved management of 
the government’s cash balances and those of Crown corporations. By taking 
careful stock of requirements for real property and disposing of property surplus to 
the government’s real needs, over $400 million will be realized over the next two 
years. Overhead will be gradually reduced through rationalization of operations 
and reduced provision for contingencies. The public service will be reduced by 2 
per cent next year and by a further | per cent each year to the end of the decade. 
This reduction, which will lead to a more streamlined operation of government and 
greater productivity, will be accomplished with minimum disruption of service to 
the public. In addition, it is the government’s intention to place public service 
pensions on a fully-funded basis with no taxpayer subsidy. Additional measures 
will also be taken to enhance cost recovery. These measures and others described 
in detail in Part III of the Budget Papers will result in savings of about $1.5 billion 
this year, increasing to $1.7 billion next year and about $2.3 billion by 1990-91. 


These program changes and management initiatives will result in an absolute 
decline in non-statutory program expenditures (excluding defence and Official 
Development Assistance) of about $1 billion over the next two years, the first 
decline in these expenditures recorded in over two decades. By 1990-91 these 
expenditures will account for only 38 per cent of program expenditures compared 
to about 40 per cent last year. 


Because these expenditures represent only about 40 per cent of total program 
expenditures, significant reduction of the deficit requires reduction in statutory 
transfer programs as well. For this reason the government has also sought to 
reduce transfers to persons and other levels of government. 


Table 2.2 


Projections of Public Debt Charges and Program Expenditures 
as a Percentage of Total Expenditures 


1984-85? 1985-86 1986-872 = 1990-912 
Public debt charges 22.4 24.7 26.3 28 
Program expenditures (BES (Ses TOE 72 
Total 100.0 100.0 100.0 100 


jr nnn nn nn eae eE Engng 


( Preliminary. 


(2) Forecast. 
3) Based on the mid-range projection. See Canada’s Economic Prospects, 1985-1990: The Challenge 


of Economic Renewal. 
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Major Transfers to Persons: Over the last decade, statutory transfer payments to 
persons (old age security, the guaranteed income supplement, the spouses’ 
allowance, the family allowance and unemployment insurance payments) have 
grown more rapidly than other federal program expenditures. To slow the growth 
in these transfers and to minimize the impact of this slowing on Canadians most in 
need, the indexation factor used for family allowances and old age security 
payments will be based on the increase in the consumer price index (CPI) minus 
three percentage points for 1986 and subsequent years instead of the full CPI 
increase. Recipients of these transfers will be protected from rapid increases in 
inflation but will no longer receive compensation for inflation as measured by the 
CPI below 3 per cent per year. Those receiving the guaranteed income supplement 
will continue to have payments indexed to the full rate of inflation as measured by 
the CPI. The spouses’ allowance will continue to provide income-tested benefits 
equivalent to OAS and GIS combined. The estimated savings from the 
modification of the indexation formulas for old age security and family allowance 
programs are minimal this year but grow to about $2 billion by 1990-91. No 
changes in unemployment insurance benefits are being made at this time but a 
major review of this program is being initiated. Pending completion of this review, 
unemployment insurance premiums for employers and employees will be frozen at 
their 1985 levels. 


Major Transfers to Provinces: These payments accounted for approximately 23 per 
cent of program expenditures in 1984-85. To achieve a balanced package of 
expenditure reductions and spread the burden of expenditure reduction fairly, the 
government will be seeking reduction in transfers to provinces of about $2 billion 
by the end of the decade. Even with this reduction, major transfers to the 
provinces will grow significantly and these payments will represent a slightly 
higher share of program expenditures in 1990-91 than they did in 1984-85 (see 
Table2.3). 


Table 2.3 


Major Components of the Expenditure Projections 
as a Percentage of Program Expenditures 


1984-85) 1985-862 1986-872 = 1990-91 

Major transfers to 

persons Dale 22.4 22.8 210 
Major transfers to pro- 

vincial governments DRS) al 24.2 23.5 
Defence 11.4 119. As oR) 
Official Development 

Assistance Ping 2.6 3.1 4.0 
All other expenditures 41.3 40.0 37.4 38.0 
Total 100.0 100.0 100.0 100.0 


() Preliminary. 

‘) Forecast. 

‘> Based on the mid-range projection. See Canada’s Economic Prospects, 1985-1990: The Challenge 
of Economic Renewal. 


Summary 


Since last September all programs have been reviewed. The total impact of 
discretionary changes announced since September — including the induced savings 
on public debt charges — will be to reduce expenditures by $4.0 billion in 1985-86, 
$6.1 billion in 1986-87, and by approximately $16 billion by 1990-91. By 
increasing program efficiency, reducing government overhead and improving 
employment training programs, this expenditure strategy will strengthen the 
climate for economic growth and job creation in the years to come. 


es 


3. The Revenue Plan 


The tax measures in this budget have been designed with four primary 
objectives in mind: 


¢ to provide additional incentives for entrepreneurship and risk-taking; 
e toimprove the fairness of the tax system; 


e to help reduce the deficit in the short run through the imposition of 
temporary surtaxes; and 


¢ to help reduce the budgetary deficit in the medium term. 


To create new jobs and raise the real incomes of Canadians, Canada requires a 
strong, adaptive and innovative business sector. Individual Canadians, farmers and 
business people must be willing to invest and take risks in the creation of new 
products and services, the use of new techniques, and the development of new 
processes to produce goods and services better and more efficiently. The first 
objective of the revenue plan is to put in place a tax structure that will provide 
greater reward to Canadians willing to invest their savings in Canada’s future. To 
meet this objective, individual Canadians will be granted a lifetime exemption 
from tax on capital gains of $500,000. Smaller research and development (R&D) 
companies, which as a group have a particularly difficult time attracting risk 
capital, will be assisted through the refund of the whole of the 35-per-cent tax 
credit they earn on the first $2 million of R&D undertaken. Measures are also 
being put in place to encourage pension funds to make greater investments in 
equity of smaller businesses and to encourage individual workers to invest in small 
and medium-size enterprises through the Solidarity Fund in Quebec or similar 
funds, sponsored by labour organizations, that may be established in other 
provinces. Finally, the special taxes on the oil and gas sector of the economy are 
being phased out so that this sector can make its full contribution to growth, jobs 


and investment. 


The second objective of the revenue plan is to improve the fairness of the tax 
system to ensure that all Canadians bear their fair share of the tax burden while at 
the same time lightening the top-heavy system of tax incentives whereby the 
government tries to tell Canadians what to do with their investments. Thus, a 
number of tax incentives are being removed from the personal income tax system, 
a minimum tax is being proposed to commence in taxation year 1986, the rules 
governing the tax treatment of registered retirement savings plans (RRSPs) and 
pension contributions are being amended to treat contributions to all types of 
plans in a fair and consistent way, and income-splitting by way of interest-free 
loans among family members will be ended. Changes will also be made over three 
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years in the child tax credit and dependants’ exemptions to provide greater support 
to lower-income families. The sales tax base will be broadened. Finally, discussion 
papers are being tabled which propose changes aimed at making the corporate tax 
system fairer, effective in supporting growth, and neutral in its impact on 
corporate groups. 


The third and fourth objectives of the revenue plan are to help reduce the 
budgetary deficit in both the short and the medium term. The current deficit has 
arisen both because federal expenditures have increased as a proportion of GNP 
and because revenues have fallen as a proportion of GNP. Federal budgetary 
revenues fell from 18.7 per cent of GNP in 1974-75 to 14.7 per cent in 1979-80 
and have risen only marginally to 15.2 per cent by 1984-85. Thus, over a decade 
when federal expenditures rose by about four percentage points of GNP, federal 
revenues declined by 3 2 percentage points. 


While it is the plan of the government to reduce expenditures by an amount 
equivalent to about 2 % per cent of GNP by 1990-91, because of past Geclines in 
federal revenues it will not be possible to correct the fiscal imbalance solely 
through expenditure action. Thus, this budget proposes a number of measures that 
will slowly increase federal budgetary revenues as a percentage of GNP by 
somewhat more than half a percentage point by the end of the decade. These 
measures will be balanced and spread across all major revenue sources. However, 
because the revenue generated by these measures grows only slowly, a temporary 
surtax will be placed on larger corporations and higher-income individuals in 1985 
and 1986 to augment revenues in the current and next fiscal years. 


The net effect of these revenue measures is to generate estimated revenue 
increases of $0.2 billion this year, $1.8 billion next year and about $4 billion by 
1990-91. The calculation of the direct impact of these measures by the end of the 
decade is sensitive to the economic scenario used; the numbers above are based on 
the “mid-range” case as described in Canada’s Economic Prospects, 1985-1990: 
The Challenge of Economic Renewal. 


The remainder of this chapter gives a brief summary of the revenue measures in 
this budget. More detailed information on the individual measures is contained in 
the Budget Papers and in the Notices of Ways and Means Motions. The estimated 
revenue impacts of the main tax measures are provided, on a fiscal year basis, in 
Tables 3.1 and 3.2. 


Measures Affecting the Personal Income Tax 
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There are several important modifications to the personal income tax system that 
are proposed in this budget. Four specific changes will provide substantial 
additional net revenues: 


e the change of the indexation factor for exemptions, deductions and tax 
brackets from full indexation to the CPI to modified indexation consisting of 
changes to the CPI minus 3 percentage points; 


Table 3.1 


New Tax Measures With Major Impacts on Budgetary Revenue: 
1985-86 and 1986-87 


ee ee eee 


1985-86 1986-87 


a ee eet een etn ie tee een ee enees cine 
(millions of dollars) 


Personal income tax 


Modified indexation 80 570 
Surtax on basic federal tax 60 550 
Elimination of the federal tax reduction 80 490 
Elimination of the RHOSP deduction - 80 
Capital gains exemption ~300 -600 
Modification to pension and RRSP limits ~ —40 
All other changes —5 -35 
Net personal income tax changes —85 1,015 


Corporate taxes 


5-per-cent surtax las 285 
Eliminate stacking of grants and credits 30 a8) 
Tax on chartered banks and trust companies 10 100 
Elimination of scientific research tax credit - 100 
Small business bond extension ~ -10 
Refundability of R&D investment tax credit ~ —125 
Extension of special regional investment tax credit -5 —25 
Phase-out of petroleum and gas revenue tax —125 ~920 
Net corporate income tax changes 85 —540 


Sales and excise taxes 


Sales tax base broadening 2795 510 
l-per-cent increase in sales tax rates 80 990 
Alcohol and tobacco excise tax changes 200 240 
Motive fuels tax increase 395 930 
Elimination of Canadian ownership special charge —460 —920 
Elimination of oil export charge —240 -370 
Net sales and excise tax changes 250 1,380 


Other tax measures 


Extension of withholding tax exemption a 60 


Total of all revenue measures 250 1,795 
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Table 3.2 


Projected Impact of Tax Measures 
on Major Sources of Revenue in 1990-91 


1990-9 1) 
(billions of dollars) 
Personal income tax 4.1 
Corporate taxes —2.2 
Sales and excise taxes 26 
Other tax measures —0.4 
Total tax measures 4.1 


‘) Based on the mid-range case. See Canada’s Economic Prospects, 1985-1990: The Challenge of 
Economic Renewal. 


e the temporary surtax, for a period of 18 months commencing July 1, 1985, of 
5 per cent on basic federal tax in excess of $6,000 and a further 5 per cent on 
basic federal tax in excess of $15,000; 


e the elimination of the federal tax reduction in taxation year 1986; and 


e the elimination of the registered home ownership savings plan (RHOSP) 
deduction effective May 23, 1985. 


Taken as a group, these measures are estimated to yield additional revenues of 
$0.2 billion in 1985-86, $1.7 billion in 1986-87 and slightly more than $5 billion 
by 1990-91. 


Among the personal income tax measures that have the effect of reducing 
revenues, the major ones are the capital gains tax exemption and the modification 
to pension contribution and RRSP limits. Both measures are to be phased in 
gradually, with very substantial revenue impacts by the end of the decade. Other 
revenue-reducing changes include the exemption for interest-free relocation 
housing loans, the broadening of the disability deduction, and the tax credit for 
purchases of shares of labour-sponsored venture capital corporations. 


The changes to the child benefit system have a relatively small estimated revenue 
cost in 1986-87 and imply a similarly small net revenue increase by the end of the 
decade. This pattern reflects the staged increase in the child tax credit, beginning 
in taxation year 1986, offset by the phased reduction of the child tax exemption. 
The exemption for dependants over the age of 17 is also being reduced in line with 
the exemption for younger children. 


The estimated net impact of the tax measures is a revenue decrease of $85 million 
this year and an estimated revenue increase of about $1 billion next year. By the 
end of the decade the net personal income tax increase is estimated to be roughly 
$4 billion. (See Tables 3.1 and 3.2.) 


Measures Affecting Corporate Taxes 


The corporate income tax system is affected by several important proposed 
changes which, taken as a group, will yield higher net revenues of about 

$85 million this year and will reduce revenues by about $550 million next year. 
The major corporate tax increases are the temporary 5-per-cent surtax which 
applies to all corporations except those qualifying for the small business tax rate, 
the tax on the capital of chartered banks and trust companies, and the change to 
the treatment of government grants for purposes of claiming the investment tax 
credit. In addition, the termination of the scientific research tax credit will provide 
major revenue savings. The revenue-reducing measures include the extension of 
the small business bond provisions, which were to expire at the end of 1985; the 
provision of refundability for the 35-per-cent research and development 
investment tax credit for small R&D companies; and the extension of the special 
regional investment tax credit. In addition, the gradual phase-out of the Petroleum 
and Gas Revenue Tax as provided for in the Western Energy Accord will provide 
major new incentives for exploration and development by corporations in the 
energy sector. 


Measures Affecting Sales and Excise Taxes 


The major tax measures include the broadening of the sales tax base to include 
commodities previously exempt and an increase in the sales tax rates, including 
the extension of the current sales tax rates beyond 1988, when they were 
scheduled to decline by one percentage point. Excise taxes on alcohol and tobacco 
are to be increased effective May 23, 1985, but the impact of these increases will 
be partially offset by the elimination of the automatic indexation provisions of the 
tax rates applying to these commodities. The 2 cents-per-litre increase on all 
motive fuels effective September 3, 1985 will provide about $400 million of 
additional revenues this year and about $900 million per year subsequently. The 
other major tax changes in this category are the elimination of the Canadian 
Ownership Special Charge and the Oil Export Charge. The first of these measures 
substantially offsets the fiscal impact of the motive fuels tax increase, while the 
other is a reflection of oil price decontrol. In total, revenues are estimated to be 
higher by $250 million in 1985-86, $1.4 billion in 1986-87 and about $2.6 billion 
by the end of the decade as a result of these measures. 
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4. The Fiscal Projections for 1985-86 and 1986-87 


This chapter summarizes the projected path of the government’s budgetary 
position over this year and next. The first section of the chapter provides an 
overview of the key economic assumptions and of the summary statement of the 
government’s transactions. Subsequent sections of the chapter provide detailed 
information on the projections for budgetary expenditures, budgetary revenues 
and for the non-budgetary transactions. The chapter also notes how the fiscal 
outlook has changed from that presented in the November 1984 Economic and 
Fiscal Statement. The final section summarizes the government’s estimated 
financial requirements and borrowing authority needs for 1985-86. 


Overview of the Fiscal Projections 


The fiscal projections are based on the economic projections discussed in Canada’s 
Economic Prospects, 1985-1990: The Challenge of Economic Renewal. These 
economic projections are summarized in Table 4.1. 


Table 4.1 
The Economic Projections 


1984 1985 1986 


(percentage change) 
Gross national product 


Value 7.8 6.7 7.0 
Volume 4.7 Onl 2.4 
Price 3.0 3:6 4.5 
Consumer price index 4.4 4.1 4.2 
Average wage rate bra 4.0 4.0 
Labour force 1.8 le 1.8 
Employment Ds 2.1 Zal 
Unemployment rate 
(fourth quarter, per cent) bit 10.7 10.3 
Personal income 7.0 6.8 5.9 
Corporate profits 2133 12.1 15.8 


90-day commercial paper rate 
(per cent) [pe 10.5 10.0 


a3 


Table 4.2 


Summary Statement of Transactions,‘ 
1983-84 to 1986-87 (Fiscal Years) 


1983-84 1984-85 1985-86 1986-87 


(millions of dollars) 
Budgetary transactions 


Revenues 57,130 63,814 71,245 76,950 
Expenditures ~88,915 ~99,612 —105,000 ~109,690 
Deficit 53 [Bo ~35,798 35/50 —32,740 


Non-budgetary transactions 
Loans, investments and 


advances —672 —29 -~190 —270 
Specified purpose accounts 4,400 4,215 5,400 6,405 
Other transactions 2,975 1,960 500 1,845 

Net non-budgetary receipts 6,703 6,146 36/40 7,980 


Financial requirements 
(excluding foreign exchange 


transactions) —25,082 =29.652 —28,045 ~24,760 
Budgetary revenues 
Percentage change 20 Pee 16 8.0 
Percentage of GNP 14.6 52 159 16.0 
Budgetary expenditures 
Percentage change Lihat 12.0 5.4 4.5 
Percentage of GNP 22.8 Pa) 23.4 22 ee 
Program expenditures 70,769 77,308 79,045 80,825 
Percentage change ee) 9:2 De PRE 
Percentage of GNP 18.1 18.4 17.6 16.8 
Public debt charges 18,146 22,304 25,955 28,865 
Percentage change 6.9 22.9 16.4 12 
Percentage of GNP 4.6 3 5.8 6.0 


Budgetary deficit 
Percentage of GNP 8.1 8.5 fies) 6.8 


Financial requirements 
(excluding foreign exchange 
transactions) 


Percentage of GNP 6.4 7.0 6.2 5:2 
Net public debt 

Billions of dollars 154.5 190.3 224.1 256.8 

Percentage of GNP B26 45.2 49.9 53.4 
GNP (billions of dollars) 390.3 420.8 449.2 480.7 


‘) Budgetary revenues are defined to include gross proceeds from the Canadian Ownership 
Special Charge. This contrasts with the treatment in the public accounts where the proceeds 
are classified as specified purpose accounts receipts. The difference in accounting treatment has 
no impact on financial requirements. 

2) Preliminary. 

Forecast. 


Given these economic assumptions and the policy measures announced in the 
November 1984 Economic and Fiscal Statement and this budget, the fiscal 
projections, as summarized in Table 4.2, show budgetary deficits of $33.8 billion 
in 1985-86 and $32.7 billion in 1986-87. If interest rates were to average 9 per 
cent in 1986 instead of the 10 per cent projected, the deficit would be about 

$1.0 billion lower in 1986-87, Budgetary expenditures are projected to grow more 
slowly than GNP in both years, resulting in a decline of about one percentage 
point in the expenditure-to-GNP ratio over the two-year period. The major growth 
component within budgetary expenditures is public debt charges, which are 
projected to increase 16.4 per cent this year and 11.2 per cent next year. Program 
expenditures are projected to increase by slightly more than 2 per cent in both 
years, the lowest rates of increase in almost two decades. Budgetary revenues are 
projected to increase by 11.6 per cent this year and 8.0 per cent in 1986-87. These 
increases reflect the projected continuation of the economic recovery, with the 


i growth in tax bases, and the revenue-enhancing measures of the present 
udget. 


The Expenditure Projections 


This section provides an overview of the government’s expenditure projections for 
1985-86 and 1986-87. The expenditure plan for 1985-86 was first presented to 
Parliament in February 1985 in Part I of the Main Estimates. This section 
updates that plan for 1985-86 in light of the budget measures and revised 
economic projections, and extends it to 1986-87. 


Over the five-year period ending in 1984-85, budgetary expenditures grew 
considerably faster than the economy as a whole. As a percentage of GNP, 
budgetary expenditures increased from 19.0 per cent in 1979-80 to an estimated 
23.7 per cent in 1984-85. In part the large increase in budgetary expenditures 
reflected the effects of the 1981-1982 recession on cyclically-sensitive programs, 
such as the government’s contribution to the unemployment insurance account. As 
well, increases in interest rates over the period 1979 to 1982, coupled with a rising 
stock of debt, resulted in substantially higher public debt charges. Finally, a 
number of discretionary measures, the largest being the Special Recovery Capital 
Projects program, were introduced during this period, adding further to the 


growth in budgetary expenditures. 
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Table 4.3 
The Budgetary Expenditure Framework by Envelope 


1983-84 1984-85 1985-86 1986-87 


(millions of dollars) 
Economic and Regional 


Development 12:077 13,360 12,150 9,865 
Social Development 38,890 42,614 45,025 46,735 
Services to Government 3,600 4,061 3,640 3,410 
Parliament 178 196 200 205 
Defence EST2 8,782 9,385 10,105 
External Affairs and Aid 2,074 2310 2 sh 2055 
Fiscal Arrangements 5,978 5,985 5,945 6,190 
Reserves net of estimated lapse” eee SO ee me io 
Program expenditures 70,769 77,308 79,045 80,825 
Public debt charges 18,146 22,304 25,955 28,865 
Total expenditures 88,915 99,612 105,000 109,690 
Percentage of program expenditures (per cent) 

Economic and Regional 

Development I7al Li3 15.4 122 
Social Development 55:0) 55.1 S10 57.8 
Services to Government Sel S18) 4.6 4.2 
Parliament 0.3 0.3 0.3 0.3 
Defence 1s 11.4 11.9 125 
External Affairs and Aid 2.9 3.0 2.9 Se: 
Fiscal Arrangements 8.4 Bel (Ps) Nel 
Reserves net of estimated lapse“ 0.0 0.0 0.5 oA | 
Program expenditures 100.0 100.0 100.0 100.0 


Percentage of total expenditures 


Program expenditures 19°56 77.6 fisp8) 3 
Public debt charges 20.4 22.4 24.7 26:3 


Total expenditures 100.0 100.0 100.0 100.0 


‘) This component is the net amount for reserves and the estimated lapse. The reserves provide a 
contingency for unanticipated expenditures whereas the lapse is the portion of appropriated 
funds that is projected not to be expended. 


Table 4.4 


Budgetary Expenditure Projections 


er ee ee ee SO a ee ae ee ee ee 


1983-84 


1984-85) 


1985-86 


1986-87 


ee 


Public debt charges 


Major statutory programs 

Unemployment insurance 
contributions 

Family allowances 

Old Age Security, guaranteed 
income supplement and 
spouses’ allowance 

Established Programs Financing 

Canada Assistance Plan 

Equalization 


Defence 
Official Development Assistance 
Other expenditures 


Budgetary expenditures 


Public debt charges 


Major statutory programs 

Unemployment insurance 
contributions 

Family allowances 

Old Age Security, guaranteed 
income supplement and 
spouses’ allowance 

Established Programs Financing 

Canada Assistance Plan 

Equalization 


Defence 
Official Development Assistance 
Other expenditures 


Budgetary expenditures 


18,146 


2,854 
22) 


10,406 
7,622 
3,288 
5,306 


ee Be? 
1,781 
29,161 


88,915 


4.6 


0.7 
0.6 


Pee! 
2.0 
0.8 
1.4 


2.0 
0.5 
US) 


22.8 


(millions of dollars) 


22,304 


2,970 
2,418 


11,423 
8,616 
3,643 
95395 


8,782 
2,070 
S199 


95°62 


(percentage of GNP) 


D883 


0.7 
0.6 


2. 
2.0 
0.9 
hes 


zal 
0.5 
7.6 


25.4 


Dheple ayy) 


295 
2,490 


12,465 
8,940 
4,015 
52315 


9,385 
2,070 
31,610 


105,000 


5:8 


0.6 
0.6 


2.8 
2.0 
0.9 
ibs 


2.1 
0.5 
7.0 


23.4 


28,865 


2,925 
2,500 


12,985 
9,805 
4,195 
5,530 


10,105 
2,425 
SRE) 


109,690 


6.0 


0.6 
0.5 


adh 
2.0 
0.9 
12 


21 
0.5 
6.3 


22.8 


Preliminary. 
Forecast. 


i) 
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Although final results for 1984-85 will not be available until the audited financial 
statements are presented in the fall, budgetary expenditures are currently 
estimated to have been $99,612 million, or $363 million less than was estimated in 
the November 1984 Economic and Fiscal Statement. 


In the November 1984 statement, the government implemented a major 
expenditure reduction program affecting the fiscal years 1985-86 and beyond. In 
this budget, additional expenditure reduction measures have been announced. 
These measures, coupled with continuing economic growth and some modest 
declines in interest rates, imply substantially slower growth in government 
expenditures. 


Details of budgetary expenditures are set out first by envelope in Table 4.3 and 
then by major program in Table 4.4. The first panel of Table 4.3 sets out the 
expenditures by envelope for the period from 1983-84 to 1986-87. In the other 
panel of Table 4.3 expenditures by envelope are expressed as a percentage of 
program expenditures — that is, total expenditures less public debt charges — 
thereby giving an indication of the evolution of government spending priorities by 
envelope over time. 


The changes in the shares of total program expenditures in the various envelopes 
are a reflection of government initiatives taken in the November 1984 Economic 
and Fiscal Statement and in this budget. The Economic and Regional 
Development envelope grew during 1983-84 and 1984-85 and is projected to 
decline in both 1985-86 and 1986-87. The declines in the latter two years are 
primarily a reflection of the elimination of the petroleum compensation account, 
following a year of substantial deficit in the account, and of the expenditure 
reduction measures since last September. In 1986-87 the expenditure reduction 
measures account for virtually all of the decrease, with the reduction in petroleum 
incentive payments alone accounting for $0.8 billion of the decline. 


The Social Development envelope is projected to show moderate growth, partly in 
response to the gradual improvement in the economy and partly as a result of the 
modification to the indexing formulas for transfer payments to persons. With a 
continued improvement in the economic environment the government’s 
contribution to the unemployment insurance program is projected to decline in 
1985-86 and to record only modest growth in 1986-87 as indicated in Table 4.4. 


The growth in the Services to Government envelope has been significantly 
curtailed by both the expenditure cuts announced in November 1984 and the cuts 
announced in this budget. Like the Economic and Regional Development 
envelope, this envelope is projected to decline in 1985-86 and 1986-87. 


The government has indicated a high priority in the Defence and the External 
Affairs and Aid areas. Accordingly, the envelopes are projected to increase 
relative to total program expenditures. 


The Fiscal Arrangements envelope is projected to continue at a level similar to 
that of 1984-85 due in part to the supplementary payments announced earlier this 
year for equalization, which is the single largest component of the envelope. The 
year-to-year growth pattern of this envelope is also affected by prior years’ 
adjustment payments in 1984-85. 


The government has imposed restraints over a wide range of programs and thus all 
envelopes will be affected by the restraint posture in the medium term. However, 
the impact of the restraint measures does not take effect at the same rate in each 
envelope. The modified indexation formulas announced by the government will 
have only a marginal dollar impact in 1985-86 but a much more pronounced 
impact in the medium term. Likewise the major transfer programs to the 
provinces, many of which are in the Social Development envelope, are not affected 
by the cuts in the early years, as the reductions will take effect later in the decade. 


Comparison with the November 1984 Economic and Fiscal Statement 


Table 4.5 provides a summary of the changes to budgetary expenditures since the 
November 1984 Economic and Fiscal Statement. The net impact of the policy 
initiatives and expenditure reductions announced in November was to reduce the 
level of expenditures in both 1985-86 and 1986-87. Since November, the changed 
outlook for economic activity and especially for interest rates has resulted in 
significant increases to the projections for public debt charges and for certain 
statutory programs, such as the government’s contribution to unemployment 
insurance. 


The Revenue Projections 


Generally, the flow of federal revenues reflects a combination of the growth in the 
underlying tax bases and changes in the parameters of the tax system. The sharp 
slowdown in the growth of budgetary revenues in 1982-83 and 1983-84 reflected 
to a large extent the severe economic recession in 1981 and 1982 and the relatively 
slow economic growth that characterized the early stages of the recovery. 
Budgetary revenues increased by only 2.0 per cent in 1983-84. Declining world oil 
prices and weak energy demand contributed to declines in the revenue flow from 
most of the energy-related taxes, with the exception of the petroleum and gas 
revenue tax. However, the most important contributors to the slow growth in total 
budgetary revenues in 1983-84 were the personal and corporate income tax 
categories, which account for approximately 60 per cent of total budgetary 
revenues. In 1983-84 the flow of revenue from the personal and corporate income 
taxes increased only 2.4 per cent and 2.1 per cent, respectively. 
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Table 4.5 


Major Changes to Budgetary Expenditures 
Since the November 1984 Economic and Fiscal Statement 


1984-85 1985-86 1986-87 


(millions of dollars) 


November 1984 status quo level 99,935 106,642 108,852 
November 1984 expenditure measures‘! 40 ~1,674 =2.953 
Changes due to economic factors 
Public debt charges 356 610 3,730 
Unemployment insurance 87 473 901 
Other -~94 138 1,678 
Sub-total -363 P22 6,309 


May 1985 budget measures‘) 


Expenditure increases ~ 228 EL, 
Expenditure reduction = =A Wee 8 I =3,513 
Net reduction measures“ = 1,189 —2,518 


May 1985 budget level 99, OkZ 105,000 109,690 


‘) The figures in this table differ from those presented in Table 1.1 as some of the cost-recovery 
measures included in Table 1.1 have been classified as non-tax revenues. 


In the fiscal year just ended, preliminary estimates indicate that total budgetary 
revenues increased 11.7 per cent. This increase resulted from substantial growth in 
corporate income tax and indirect tax revenues, reflecting the continuation of 
strong increases in corporate profits and the increase on October 1, 1984 of the 
manufacturers’ sales tax. Personal income tax revenues are estimated to have 
increased 7.2 per cent in 1984-85. 


In 1985-86 budgetary revenues are projected to increase 11.6 per cent, resulting 
from the continued expansion in the underlying tax bases and the revenue- 
increasing measures introduced in this budget and previous budgets. Budgetary 
revenues are expected to grow less rapidly in 1986-87, as the impacts of the 
proposed revenue-increasing measures in this budget are offset to some extent by 
the decline in energy-related revenues due to the elimination of the Canadian 
Ownership Special Charge and the Oil Export Charge. 


Personal Income Tax: Preliminary indications are that personal income tax revenues 
increased 7.2 per cent in 1984-85. They are projected to increase 12.0 per cent in 
1985-86 and 12.7 per cent in 1986-87. As a percentage of GNP, personal income 
tax revenues are projected to increase from 6.9 per cent in 1984-85 to 7.6 per cent 
in 1986-87. 


Table 4.6 


Budgetary Revenue Projections 
=e eee © See Pee ee Tee ee eS way eee 


1983-84 1984-85) — 1985-86 =: 1986-87 


ee ee ee ee ee ee INT LE a ee Ee 
(millions of dollars) 


Personal income tax 26,967 28,913 32.300 36,490 
Corporate income tax 7,286 9,475 10,995 11,920 
Petroleum and Gas Revenue 
Tax 2,009 2,426 2,240 1,420 
Non-resident tax 908 1,025 1,185 be es 
Sales tax 6,660 TRI SA 9,085 10,565 
Customs import duties 3,380 3,858 3,940 3,835 
Gasoline excise tax 386 417 840 1,375 
Other excise taxes and duties Peg) a bl 2,292 2,680 2,935 
Other energy taxes 1,640 1,285 540 0 
Miscellaneous tax 126 105 150 160 
Total tax revenue 51,473 572530 64,025 69,875 
Return on investments 4,746 5,200 pei a) 5,405 
Other non-tax revenue 911 1,084 1,345 1,670 
Total non-tax revenue 5,657 6,284 220 OTS 
Total budgetary revenue 57,130 63,814 TARZaS 76,950 


(percentage of GNP) 


Personal income tax 6.9 6.9 Megs a6 
Corporate income tax 1.9 23 2.4 Pie 
Petroleum and Gas Revenue 
Tax 0.5 0.6 0.5 OF 
Non-resident tax 0.2 0.2 0.3 0.2 
Sales tax ey) 1.8 2.0 2.2 
Customs import duties 0.9 0.9 0.9 0.8 
Gasoline excise tax 0.1 0.1 0.2 0.3 
Other excise taxes and duties 0.5 0.5 0.6 0.6 
Other energy taxes 0.4 0.3 0.1 0.0 
Miscellaneous tax 0.0 0.0 0.0 0.0 
Total tax revenue 13:2 137 14.3 14.5 
Total non-tax revenue 1.4 Res) 1.6 a5 
Total budgetary revenue 14.6 132 15.9 16.0 


Preliminary. 
® Forecast. 
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Over the last two years, personal income tax revenues have been considerably 
weaker than expected. Several reasons have been identified which help explain this 
weakness in personal income tax revenue growth. These include a shift in the 
relationship between assessed income for tax purposes and total personal income, a 
greater-than-expected use of personal exemptions, deductions and tax credits, a 
decline in the ratio of tax collected to tax owed, and a shift in the distribution of 
employment. 


The government has taken steps to alleviate the negative impact of some of these 
factors. Specifically, in the November 1984 Economic and Fiscal Statement 
additional resources were directed towards increasing the collection of taxes 
outstanding, while in this budget the scientific research tax credit, a tax incentive 
which has resulted in a significantly greater revenue loss than expected, has been 
eliminated. Other major factors contributing to the weakness in the growth of 
personal income tax revenues reflect the impact of the 1981-1982 recession. These 
effects appear to have been of a temporary nature, and they are not expected to 
continue to weaken revenue growth in the years ahead. 


Corporate Income Tax: The outlook for corporate income tax revenues is 
determined primarily by the projected profile for corporate profits. The corporate 
income tax is the most volatile revenue component. This, in turn, is a reflection of 
the cyclical sensitivity of corporate profits. Corporate income tax revenues are 
estimated to have increased 30.0 per cent in 1984-85, and are projected to increase 
16.1 per cent in 1985-86 and 8.4 per cent in 1986-87. The relatively strong growth 
in 1984-85 and 1985-86 is a reflection of the post-recession rebound in corporate 
profits experienced in 1983 and 1984. In 1986-87 the flow of revenue from the 
corporate income tax is projected to moderate somewhat, as the growth in 
corporate profits is expected to decline significantly from the strong pace 
experienced over the previous two years. As a percentage of GNP, corporate 
income tax revenues are projected to increase from 2.3 per cent in 1984-85 to 

2.5 per cent in 1986-87. 


Sales Tax: Revenue from the federal sales tax reflects the applicable tax rates and 
the growth in the underlying tax bases which comprise expenditures on several 
categories of consumer and business goods. The federal sales tax is applied to the 
manufacturers’ selling price in the case of domestic goods and to the duty-paid 
value in the case of imported goods. The sales tax represents the third largest 
revenue source, accounting for approximately 12 per cent of total budgetary 
revenues. The flow of revenue from the sales tax is projected to increase 17.4 per 
cent in 1985-86 and 16.3 per cent in 1986-87, following an estimated increase of 
16.1 per cent in 1984-85. As a percentage of GNP, sales tax revenue is projected 
to increase from 1.8 per cent in 1984-85 to 2.2 per cent in 1986-87, reflecting the 
1-per-cent increase that took effect on October 1, 1984 and the base-broadening 
measures and further rate increase proposed in this budget. 


Customs Import Duties: Revenue from customs import duties consists mainly of 
ad valorem taxes on the importation of goods. In 1984-85 customs import duties 
are estimated to have increased 14.1 per cent, reflecting strong growth in imports 
of goods of approximately 25 per cent in 1984. Tariff rate reductions on 


January 1, 1984 and January 1, 1985 served to moderate somewhat the growth in 
customs import duties. The tariff rate reductions were in accordance with the 
Multilateral Trade Negotiations agreement signed in 1979 which implies 
reductions of 4 to 5 per cent in the average effective tariff rate from 1980 through 
1987. Noticeably slower growth is expected in 1985-86 as the growth in imports is 
assumed to moderate significantly and tariff rates decline further as scheduled. In 
1986-87 revenues from customs import duties are projected to decline 2.6 per cent. 
As a percentage of GNP, customs import duties decline from 0.9 per cent in 
1984-85 to 0.8 per cent in 1986-87. 


Excise Duties and Taxes: Consumer spending on tobacco and alcohol products 
comprises a significiant part of the base for the excise taxes and duties. These 
taxes in the past were indexed in September of each year based on the previous 
12 months’ growth in the consumer price index. Over the next two years the total 
flow of revenue from these taxes is expected to exceed the growth in GNP, 
reflecting to a large extent the measures proposed in this budget. Specifically, 
increases in excise levies on tobacco and alcohol products increase the flow of 
revenues from these sources by an estimated $235 million in 1985-86 and an 
estimated $340 million in 1986-87. These increases are offset in part by the 
proposed elimination of the automatic indexation of the specific taxes on tobacco 
and alcohol. The proposed increase in the gasoline excise tax, as well as the 
proposed taxes on diesel and aviation fuels, are estimated to result in additional 
revenues amounting to $395 million in 1985-86 and $930 million in 1986-87. 


Other Taxes: Total revenues from the remaining tax categories were about 

$4.8 billion in 1984-85 and are projected to be about $4.1 billion in 1985-86 and 
$2.8 billion in 1986-87. The major taxes in this group are the Petroleum and Gas 
Revenue Tax (PGRT), the non-resident withholding tax, and several smaller 
taxes. Revenues from the PGRT are expected to drop substantially by 1986-87 as 
this tax is gradually phased out. The Canadian Ownership Special Charge was 
also in this group in 1984-85 and its elimination also accounts for part of the 
decline in revenues in this category. 


Non-Tax Revenues: Non-tax revenues consist of return on investments, refunds of 
previous years’ expenditures, privileges, licenses and service fees, profits on bullion 
and coinage, premiums and discounts on exchange and miscellaneous non-tax 
revenue. Return on investments includes Bank of Canada profits, interest received 
on loans, investments and advances to such lending institutions as the Canada 
Mortgage and Housing Corporation and the Farm Credit Corporation, Exchange 
Fund profits and interest on government balances with the chartered banks. 


In 1984-85 total non-tax revenues are estimated to have increased 11.1 per cent, 
largely reflecting higher Bank of Canada profits and interest receipts from the 
unemployment insurance account. The management and cost recovery initiatives 
introduced in this budget and in the November 1984 Economic and Fiscal 
Statement also imply a significant increase in non-tax revenues, especially 

in 1985-86. 
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Comparison with the November 1984 Economic and Fiscal Statement 


Table 4.6 compares the current projections of federal budgetary revenues with 
those underlying the November 1984 status quo forecast. The changes between 
the two projections are divided into three categories: those attributable to the 
measures announced in November, those arising from changes to the forecasts of 
the various tax bases and/or revisions to the forecasting methodologies and 
assumptions resulting from new information, and those resulting from the tax and 
non-tax revenue measures introduced in this budget. 


Table 4.7 


Major Changes to Budgetary Revenues 
Since the November 1984 Economic and Fiscal Statement 


1984-85 1985-86 1986-87 

(millions of dollars) 
November 1984 status quo level 65,435 69,542 74,552 
November revenue measures‘! 23H) 508 585 


Changes due to economic factors 


Personal income tax Ti, —307 ~549 
Corporate income tax =1,031 -444 182 
Petroleum and Gas Revenue Tax 69 50 —16 
Sales tax 49 581 369 
Customs import duties 50 236 7 
Other tax revenues =53 -103 2 
Non-tax revenues elt ae 1a 387” 
Sub-total —1,584 135 —442 
May 1985 budget measures‘? 
Tax revenue = 250 1,795 
Non-tax revenue - 810 460 
Net revenue increases _ 1,060 22255 
May 1985 budget level 63,814 VEe4aS 76,950 


‘) The figures in this table differ from those presented in Table 1.1 as some of the cost-recovery 
measures included in Table 1.1 have been classified as non-tax revenues. 


The Non-Budgetary Transactions Projections 


The government’s net financial requirements are a reflection not only of its 
budgetary revenues and expenditures, but also of its non-budgetary transactions. 
Non-budgetary transactions include loans, investments and advances, specified 
purpose accounts, and other transactions. Net funds provided by, or required for, 
the non-budgetary transactions are subject to wide variations from year to year. 
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Non-budgetary transactions have normally provided a net source of funds to the 
government in recent years and thus have lessened the extent to which the 
government has needed to borrow on financial markets. 


The underlying principle of classification as between budgetary and non- 
budgetary transactions is that transactions changing the net indebtedness of the 
government are classified as budgetary, while transactions involving the creation 
of offsetting financial assets or liabilities are non-budgetary. For example, a loan 
by the government increases financial assets since the recipient incurs an 
obligation to repay the loan. The creation of the asset for the government is offset 
either by a reduction in another asset (typically cash) or a corresponding increase 
in a financial liability (typically unmatured debt). The government maintains a 
number of non-budgetary specified purpose accounts that are either held in trust 
for third parties or are expected to be self-financing: the pension accounts for 
federal employees and the unemployment insurance account are examples. Other 
non-budgetary transactions include an adjustment to convert public debt charges 
from an accrual to a cash basis as well as a number of other adjustments with 
respect to accounts payable, cash-in-transit and outstanding cheques. 


As seen in Table 4.8, the net funds provided to the government by the non- 
budgetary transactions are forecast to decline from $6.1 billion in 1984-85 to 
$5.7 billion in 1985-86, and to increase to about $8.0 billion in 1986-87. 
Table 4.8 


Non-Budgetary Transactions Projections 


1984-85) 1985-862 = 1986-87 


a 


(millions of dollars) 


Loans, investments and advances 29 -190 —270 
Specified purpose accounts 
Canada Pension Plan 322 230 240 
Unemployment insurance -921 625 760 
Superannuation accounts 4,420 4,870 5,370 
Other 394 —325 Sh 
Sub-total 4,215 5,400 6,405 
Other non-budgetary transactions 
Interest and debt accounts 1,126 35 1,750 
Accounts payable and 
outstanding cheques 704 S 25 
Other 130 120 70 
Sub-total 1,960 500 1,845 
Total non-budgetary receipts 6,146 5,710 7,980 


nnn nnn, Le 


() Preliminary. 
() Forecast. 
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Loans, investments and advances are projected to increase from $29 million in 
1984-85 to $190 million in 1985-86 and $270 million in 1986-87. The increase in 
1985-86 primarily reflects increases in net requirements for the Canada Deposit 
Insurance Corporation. 


Among the specified purpose accounts, three accounts are expected to provide 
major sources of funds to the government in 1985-86 and 1986-87. For the 
Canada Pension Plan account, most of the annual surplus is invested in provincial 
securities and does not show up as a non-budgetary source of funds. The amounts 
set out in Table 4.8 represent the increase in working capital requirements of the 
Canada Pension Plan. The unemployment insurance account gave rise to an 
estimated net requirement of $0.9 billion in 1984-85. Thereafter continued 
increases in employment are forecast to result in a net source of funds from the 
account in both 1985-86 and 1986-87. The balance in the superannuation accounts 
is projected to continue to provide a growing source of funds. As a result of the 
substantial growth of the public service from the Second World War through to 
the mid-1970s, there has been a considerable build-up in the employee pension 
accounts to provide for the retirement benefit entitlements that are accruing. 
Finally, the other specified purpose accounts are expected to yield a net 
requirement for funds in 1985-86, with the main reason for this requirement being 
increased payments to producers under the Western Grain Stabilization Account. 


Other non-budgetary transactions are projected to provide a net source of funds. 
Funds provided from the increase in interest and debt accounts reflect the growth 
and composition of the federal debt. In most years, the increase in the interest and 
debt accounts is primarily attributable to the flow of interest on Canada Savings 
Bonds which accrues to individuals but is not paid until a later point in time. 
Approximately $1.5 billion of accrued interest in Series S33 comes due in 
1985-86, resulting in a projected lower source of funds in that year. Accounts 
payable and outstanding cheques are estimated to have provided a significant 
source of funds in 1984-85 due to the lateness in the passage of Supplementary 
Estimates “C”’ and accelerated tax refund activity by Revenue Canada. The net 
funds from this source in the subsequent fiscal year are projected to be minimal. 


Comparison with the November 1984 Economic and Fiscal Statement 
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Table 4.9 presents the major components of the change in the projection for non- 
budgetary transactions since the November 1984 Economic and Fiscal Statement 
status quo projections. The major changes in the loans, investments and advances 
category reflect the expenditure reduction measures in the November statement. 
The net source of funds from the specified purpose accounts is projected to be 
lower in 1984-85 and 1985-86 than was forecast in November, reflecting larger 
requirements for the unemployment insurance account. The late passage of 
Supplementary Estimates ““C”’ and the acceleration of tax refunds led to an 
increased source of funds in the “other non-budgetary transactions” component in 
1984-85, as cheques were issued but not cashed before the end of the fiscal year. 
In the other years, the increase in the source of funds reflects the interest rate 
outlook, which is higher than projected last November, and its impact on the 
interest and debt accounts. 


Table 4.9 


Major Changes to Non-Budgetary Transactions 
Since the November 1984 Economic and Fiscal Statement 


1984-85 1985-86 1986-87 


(millions of dollars) 


Loans, investments and advances 


November 1984 status quo level -665 -1,058 ~948 
Changes 636 868 678 
May 1985 budget level -29 -190 -270 


Specified purpose accounts 


November 1984 status quo level 4,344 5,833 6,314 
Changes 
Unemployment insurance —461 -217 49 
Superannuation -6 —37 100 
Other 338 -179 -58 
May 1985 budget levels 4215 5,400 6,405 


Other non-budgetary transactions 


November 1984 status quo level 1,021 325 1,034 
Changes 939 Ly> 811 
May 1985 budget level 1,960 500 1,845 


Financial Requirements and Borrowing Authority 


The previous sections of this chapter have set out the details of the government’s 
financial requirements which are estimated at $28.0 billion for 1985-86 and $24.8 
billion for 1986-87. The amount of borrowing authority granted by Parliament for 
any given fiscal year has traditionally been tied to the amount of financial 
requirements forecast for that year. In the absence of Exchange Fund 
transactions, this represents the amount that the government will borrow in the 
capital markets under borrowing authority authorized by Parliament. The gross 
level of borrowing will be much higher due to the maturing of existing debt. 
However, the refinancing of existing debt does not require additional borrowing 
authority but is authorized by section 38 of the Financial Administration Act 


(FAA). 


As a result of the delay in the passage of Bill C-11, the government had to borrow 
$2.2 billion under section 39 of the FAA in 1984-85. Given that debt raised by the 
use of section 39 cannot be refinanced under section 38 of the FAA, it is necessary 
to add a further $2.2 billion to the level of borrowing authority required during 


1985-86. 
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Table 4.10 
Financial Requirements and Borrowing Authority 


1985-86 
(billions of dollars) 


Financial requirements 28.0 


Add — borrowing authority required for the 
refinancing of funds borrowed under 


section 39 of the FAA 2m 

Gross borrowing authority 30.2 
Deduct - interim borrowing authority granted 

through Bill C-11 LAO 

Supplementary borrowing authority required 18:2 


With the passage of Bill C-11 in February 1985, Parliament granted interim 
borrowing authority of $12.0 billion for 1985-86. Thus, additional borrowing 
authority required for the balance of the current fiscal year will amount to 

$18.2 billion as shown in Table 4.10. Bill C-11 also authorized the carry-forward 
of $2.0 billion of borrowing authority granted in 1984-85. This will provide a 
contingency against potential pressure from foreign exchange activities. 


The financial requirements, amounting to an estimated $28.0 billion, will be raised 
in the domestic Canadian markets through the issue of Government of Canada 
marketable bonds, Treasury bills and Canada Savings Bonds (CSBs). In fiscal 
year 1984-85, the government raised approximately 47 per cent of the domestic 
borrowing through the issue of marketable bonds, 39 per cent through the issue of 
Treasury bills and 14 per cent through net CSB sales. These proportions were 
somewhat different than for the previous fiscal year due mainly to the larger 
marketable bond program. Only 31 per cent of the 1983-84 domestic borrowing 
was raised through marketable bonds. In 1983-84, the other relative proportions 
were 47 per cent for Treasury bills and 22 per cent for CSBs. While it is not 
possible to predict the exact proportion of the debt to be raised in the various 
sectors of the market during the current fiscal year, the government will 

continue to spread its debt offerings over a wide spectrum of maturities using 
similar instruments. 


In the recent past the government has regularized its use of the auction technique 
for short-term bonds and it is anticipated that this technique will be used again 
in 1985-86. 


In addition to direct borrowing by the government, several Crown corporations 
borrow directly from the capital markets. In certain instances Crown corporations, 
such as Air Canada and Canadian National, borrow without government 


guarantees. In other instances Crown corporations, such as the lending institutions 
(the Export Development Corporation (EDC) and the Farm Credit Corporation), 
borrow as agents of the government. In both instances, Crown corporations are 
expected to service their debts from internally generated funds and thus their 
borrowings should not result in a drain on the Consolidated Revenue Fund. 
During 1985-86 Crown corporation direct debt is estimated to increase by 

$0.6 billion, to a total of $12.6 billion outstanding. The total net direct borrowing 
by the government and its Crown corporations is thus estimated to amount to 
$28.6 billion in 1985-86. 


The government administers a host of loan guarantee programs such as the 
student loan program and the small business loan program. These programs in 
total are estimated to increase by a further $0.4 billion in the current fiscal year. 
In addition to direct borrowing activity, certain Crown corporations administer 
loan insurance or guarantee programs, the principal programs being those 
administered by Canada Mortgage and Housing Corporation to insure mortgages 
and by the EDC to insure export financing initiatives undertaken by the private 
sector. The level of loan insurance or guarantees in force is estimated to increase 
by $4.9 billion in 1985-86. 


These activities are discussed in further detail in Appendix 6. 
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5. Possible Medium-Term Fiscal Outcomes 


In the absence of policy actions the prospects for the Canadian economy would be 
for a continuation of the past pattern of rising federal deficits and a growing debt- 
to-GNP ratio. As explained in Chapter 1, this would have very severe 
consequences for the Canadian economy. The government has therefore acted to 
ensure that fiscal policy in Canada is geared to fostering sound economic 
performance over the medium term. Action has been taken to restore fiscal 
flexibility, to reduce the deficit and to slow the growth of federal debt. This is at 
the heart of economic renewal. 


The purpose of this chapter is to examine the medium-term implications of the 
fiscal actions taken by the government. The sensitivity of the government’s fiscal 
position at the end of this decade to economic factors is examined, using as a basis 
the three medium-term scenarios set out in Canada’s Economic Prospects, 
1985-1990: The Challenge of Economic Renewal. This chapter also reviews the 
implications of this sensitivity for the debt-to-GNP ratio over the balance 

of this decade. 


Controlling the Federal Public Debt: 
The Budget Measures in the Medium Term 


The objective of the government’s fiscal strategy is to control the growth of federal 
debt in a measured and balanced way over the medium term. The expenditure 
reduction measures implemented in November, together with the measures being 
implemented in this budget, are intended to provide growing savings over the 
medium term, thereby contributing in a major way to the achievement of the 
government’s fiscal objective. As well, a fairer and more growth-oriented revenue 
structure is being put in place which will increase revenues over the medium term. 
The elements of this strategy have been summarized in previous chapters of this 
document and in the Budget Papers. 


On the basis of the mid-range economic assumptions, the first panel of Table 5.1 
shows the direct fiscal impact of all discretionary actions taken in the November 
statement and in this budget on the deficit and net debt in 1990-91. Their overall 
direct fiscal impact is estimated to reduce the 1990-91 deficit by about $20 billion 
from what it would otherwise have been, the equivalent of more than 3 per cent of 
GNP. The second panel shows that to the end of the period, the reduction in the 
net public debt is estimated to be $75 billion or 12.1 per cent of GNP, compared 
to what it would otherwise have been. 
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Table 5.1 


The Deficit Reduction Measures and 
Their Impact on the Debt-to-GNP Ratio in 1990-91 


Billions Percentage 
of dollars of GNP 

Deficit reduction measures 

November 1984 statement Sys 0.6 
May 1985 budget 11.9 1.9 
Reduction in public debt charges 4.5 0.7 
Total 20.1 gz 
Reduction in net public debt 

November 1984 statement 20 a2 
May 1985 budget 42 6.8 
Reduction in public debt charges 13 Zeal 
Total Th! | Pa 


This represents substantial fiscal action and it will go a considerable distance 
towards the goal of halting the growth in the debt-to-GNP ratio. But the final 
outcome cannot be predicted with a high degree of precision. The final outcome 
will also be heavily influenced by events in the world economy and their impact 
on Canada. This is the topic of the next section. 


Sensitivity of the Government’s Fiscal Position 
to Developments in the Economy 
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Two key economic variables that can have profound effects on the government’s 
fiscal position are real economic growth and interest rates. Real growth and 
interest rates have historically exhibited both sharp year-to-year swings and longer 
secular trends. Real growth averaged slightly over 5 per cent per year from 1956 
to 1973 but declined to about 3 per cent per year from 1974 to 1981. While short- 
term interest rates roughly equalled inflation during the 1950s, they averaged 2 to 
3 per cent per year above inflation during the 1960s, again roughly equalled 
inflation during the 1970s and were about 5 per cent more than inflation in the 
early 1980s. They currently stand about 7 per cent above inflation. 


Annex 2 of this document contains a more detailed analysis of the sensitivity of 
the government’s fiscal position to these key economic factors. This analysis 
suggests, for purposes of illustration, that after four years, a sustained one- 
percentage-point increase in real growth (spread evenly across all components of 


final demand) could make the deficit in the fourth year close to $5 billion less than 
it would otherwise be. Over the entire four-year period the reduction in the net 
debt could exceed $11 billion from what it would otherwise have been. Similarly, a 
100-basis-point reduction in interest rates maintained over the four-year period 
could reduce the deficit by about $3 billion by the fourth year and reduce net debt 


by almost $9 billion during the four-year period, relative to what they otherwise 
would have been. 


As these illustrative calculations indicate, the government’s fiscal position is highly 
sensitive to economic events. But, it is very difficult to predict economic events one 
year ahead, let alone over a more extended period of time. In the economic outlook 
document, three illustrative scenarios are presented to indicate a range of 
economic outcomes that could occur over the medium term to the end of the 
decade. These scenarios can be characterized as: 


(1) a favourable international policy environment case, with above-trend 
growth and declining real interest rates (similar to the November 
medium-term projection); 


(2) a mid-range international policy environment case, roughly consistent with 
trend or average growth but, by historical standards, with high real 
interest rates; and, 


(3) an unfavourable international policy environment case, with below-average 
growth and with continuing high real interest rates. 


Table 5.2 sets out estimates of the major fiscal variables as a percentage of GNP 
in 1990-91 for each of these three scenarios. Consistent with these economic 
scenarios, the budgetary deficit would be in the neighbourhood of $24 billion by 
the end of the decade in the favourable case, about $30 billion in the mid-range 
case, and well over $40 billion in the unfavourable case. Financial requirements 
are estimated to be about $16 billion in the favourable case and $22 billion in the 
mid-range case, a very significant reduction from the 1984-85 level of 

$29.7 billion. In the unfavourable case, financial requirements are projected at 
about $33 billion. The large range for the possible outcomes illustrates the 
considerable uncertainty about the medium-term outcome for the deficit. 


Charts 5.1 to 5.3 display the key fiscal variables as a percentage of GNP in 
1990-91 and their trajectory from 1984-85 to 1990-91 consistent with each of 
these economic scenarios. From Table 5.2 and the charts it can be seen that the 
impact of the measures taken in this budget is to raise slightly the growth of 
revenues over the decade so that by 1990-91 under all scenarios revenues will 
represent a slightly higher fraction of GNP than they did in 1984-85. The actions 
taken by the government in November and in this budget will dramatically slow 
the rate of growth of program expenditures. In the favourable and mid-range 
cases, program expenditures are projected to be less than revenues by the end of 


the decade. 


As can be seen from Chart 5.2, the rate of growth of public debt charges is very 
sensitive to the economic environment. In the favourable case, public debt charges 
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grow more slowly than GNP over the period so that by 1990-91 they represent a 
slightly lower fraction of GNP than they did in 1984-85. In the unfavourable case, 
however, even with the actions taken by the government in November and in this 
budget, public debt charges would continue to grow much more rapidly than 
GNP, reflecting the very high cost of servicing the growing debt at high interest 
rates. This illustrates the dramatic effects of the vicious circle of high interest 
rates, large deficits, and growing debt. In the mid-range case, debt charges grow 
somewhat faster than GNP so that by 1990-91, public debt charges represent 
about half a percentage point more of GNP than they did in 1984-85. 


Reflecting the sharply slower rate of growth of program expenditures, total 
expenditures are projected to grow more slowly than GNP under all three cases. 
By 1990-91 the ratio of expenditures to GNP in the favourable and mid-range 
cases is projected to return to levels that prevailed through the 1970s. 


As can be seen from Table 5.2 and the charts, the size and composition of the 
budgetary deficit is very sensitive to the economic assumptions. In both the 
favourable and the mid-range cases, the primary deficit exclusive of net public 
debt charges is eliminated by the end of the decade and the budgetary deficit is 
reduced from 8% per cent of GNP to between approximately 4 and 5 per cent of 
GNP. In the unfavourable case, even though the primary deficit is reduced 
substantially, public debt charges grow rapidly, so that the budgetary deficit still 
exceeds 7 per cent of GNP by the end of the decade. 


Table 5.2 


Budgetary Transactions as a Percentage of GNP 
Three Economic Scenarios 
ee eS ER CN RD Tee 


1990-91 

Un- 

1984-85 Favourable Mid-range favourable 
Preliminary case case case 

pene SoS Se eS eee oe ee ee eee 8 eee 
GNP (billions of dollars) 421 634 619 596 
Revenues kes 74 16.0 15.9 15.6 
Program expenditures 18.4 14.6 14.9 15.7 
Public debt charges a3 Dy 3.9 ez 
Total expenditures Zoo 19.7 20.8 22.9 
Budgetary deficit 8.5 2 aii 4.9 es 

Financial requirements 

(excluding foreign exchange) 7.0 2.6 3.6 3.6 
Net public debt 45.2 39.3 G33 70.3 


The evolution of the net public debt is also very sensitive to the economic 
assumptions used. Chart 5.3 illustrates each of the three cases. In the mid-range 
case, the debt-to-GNP ratio is just beginning to stabilize by 1990-91. The progress 
towards halting the growth in the ratio would be more rapid in the relatively 
favourable case, where the projected ratio begins to decline before the end of the 
decade. This case is the one which, in terms of economic assumptions, most closely 
resembles the track outlined in the November 1984 statement, with a substantial 
decline in real interest rates and real growth averaging 3.7 per cent per annum. 
Thus, the actions taken in the budget have the potential of leading to a substantial 
slowing in the trend of the debt-to-GNP ratio over a fairly wide range of possible 
economic outcomes. Only in the relatively unfavourable case, with high real 
interest rates and relatively slow growth, would there be no slowing in the debt-to- 
GNP ratio even with the substantial measures in this budget to reduce the deficit 
and the prospective build-up in debt. 


Conclusion 


This chapter has considered the medium-term prospects for the government’s 
fiscal position and the proposed strategy to improve these prospects. The 
accumulation of public debt over the past 10 years has given rise to an 
unsustainable situation. Public debt service charges are now such a large element 
in the overall budgetary picture, accounting for over one-third of budgetary 
revenues, and they are growing so rapidly, that substantial action is imperative to 
restore fiscal order. The Canadian economy is simply not growing rapidly enough 
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to pay for the net interest charges on the debt. It has become locked in a vicious 
circle where deficits feed on debt charges, debt feeds on deficits, and interest rates 
and debt charges both feed on the growing public debt. Only by taking steps to 
reduce the deficit can Canada hope to break free from this dilemma. 


Annex 1 


Government Sector Budget Positions and Net Debt 


This annex casts recent and projected developments in the federal budgetary 
position in the light of financial trends in the total government sector in Canada. 
The review is based on national accounts data, which facilitate intergovernmental 
comparisons and aggregations. In this respect, the annex differs from the main 
body of this document, which is based on the public accounting system adopted by 
the federal government for its financial reporting to Parliament. 


The trends in the major fiscal aggregates are depicted in Chart A.1, which shows 
the expenditures, revenues, budget balances and debt positions for each of the 
federal and consolidated provincial-local-hospital (PLH) sectors. The chart covers 
the historical period from 1974 to 1984 and also includes projections for 1985 and 
1986. The projections for the PLH sector are consistent with the economic 
forecast outlined in the document Canada’s Economic Prospects, 1985-1990: The 
Challenge of Economic Renewal and also reflect the measures announced in the 
seven provincial budgets that have been presented in the period leading up to the 
federal budget. The federal projections are derived from the fiscal year public 
accounts estimates presented in the main body of this document, adjusted to the 
national accounts basis. Annex 4 provides further details on the federal national 
accounts projections. 


The top left panel of Chart A.1 shows recent and projected trends in government 
expenditures, expressed as a percentage of the gross national product (GNP). 
Over the period from 1974 to 1981, federal spending remained fairly stable 
relative to the size of the economy, while relative spending in the PLH sector 
showed a slight upward trend. With the recession in 1982, both government 
sectors experienced sharp increases in relative spending. The federal increase in 
1982 was particularly large. Then, during the recovery period in 1983 and 1984, 
federal spending experienced a further relative increase while spending in the PLH 
sector stabilized. Accordingly, while the dollar level of PLH sector spending was 
21 per cent higher than federal spending in 1980, the differential was reduced to 
only 5 per cent by 1984. Both sectors are projected to experience decreases in their 
expenditure-to-GNP ratios in 1985 and 1986, with the larger decline occurring at 
the federal level. These drops are largely the result of budgetary policy by the 
governments of both sectors. 


The top right panel of the chart depicts the revenue-to-GNP ratios for the two 
government sectors. In the PLH sector this ratio has experienced a fairly steady 
upward climb since 1974. A further slight increase is forecast for 1985 and a 
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marginal drop is projected for 1986. The revenue trend has been quite different for 
the federal sector. A substantial relative decline in revenues was experienced 
during the 1974-1979 period, primarily as a result of tax cuts in the budgets of this 
period. Federal vacating of personal income tax room for occupancy by provincial 
governments under the federal-provincial fiscal arrangements of 1977 was another 
important factor in the decline. Over the period from 1979 to 1981 the federal 
revenue-to-GNP ratio grew significantly, but it declined again in the next two 
years and recovered only slightly in 1984. With the tax changes in this budget and 
the projected continuation of the economic recovery, the federal revenue-to-GNP 
ratio is projected to experience slight increases in 1985 and 1986. 


These developments for expenditures and revenues in the two government sectors 
imply quite different patterns in their respective budget balances. As shown in the 
bottom left panel of Chart A.1, the aggregate PLH sector budget balance has 
shifted from deficit to surplus and back to deficit over the 1974-1984 period. The 
budget position is projected to be near balance in 1985 and 1986, although it 
should be noted that this aggregate position reflects the total of many separate 
provincial and local governments, some of which are in surplus and some of which 
are in deficit. At the federal level, the chart shows an upward movement in the 
deficit between 1974 and 1978, a downward shift between 1978 and 1981, and a 
sharp upward climb in the 1982-1984 period. In response to the discretionary 
measures taken in November 1984 and in this budget, the federal deficit-to-GNP 
ratio is projected to decline significantly in both 1985 and 1986. 


Finally, the bottom right panel of Chart A.1 shows the trends in the debt-to-GNP 
ratios for the two government sectors. For the PLH sector, the ratio experienced a 
slight decline in the period to 1980 and has moved marginally upward again since 
then. For the federal government the trend has been very different: a continuing 
steep upward climb since 1974. The pace of this increase is projected to begin to 
moderate in 1985 and 1986, as a result of the deficit reduction strategy. Chapter 5 
provides a discussion of the medium-term outlook for this ratio. 
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Annex 2 


Sensitivity of the Fiscal Projections to the Economic 
Assumptions 


This annex examines the sensitivity of the fiscal projections to alternative 
economic assumptions. The fiscal projections presented in this document are 
subject to a considerable degree of uncertainty. They can change to the extent that 
the underlying economic assumptions vary. Moreover, even if the economic 
assumptions turn out to be accurate, there is always some margin of error in the 
relationships between federal revenues and expenditures and the corresponding 
economic bases; the economic bases used in calculating the fiscal projections are 
often only approximations to the true economic bases, and revenues and 
expenditures are related even to the latter by varying margins of error. Finally, to 
an important extent, the margin of error associated with uncertain economic 
assumptions and the relationship between expenditures and revenues and their 
respective economic bases can interact. When there are large differences between 
economic projections and outcomes there often tends to be greater imprecision in 
the relationship between fiscal variables and their economic bases. 


The sensitivity of the federal fiscal position is examined below with respect to two 
variables: a sustained one-percentage-point per year increase in real growth and a 
sustained 100-basis-point reduction in interest rates. While the analysis is for an 
increase in growth and a reduction in interest rates, roughly similar inferences 
with respect to the impact on the government’s fiscal position for a reduction in 
growth and an increase in interest rates are appropriate. However, it should be 
kept in mind that these effects can be asymmetric, For example, given the 
structure of the government’s debt, an increase in interest rates tends to be more 
quickly reflected in public debt charges than a decline in interest rates, as some 
debt instruments such as Canada Savings Bonds have minimum guaranteed 
returns that tend to be adjusted upwards for increases in interest rates but can 
remain unchanged over the term of the instrument for reductions in interest rates. 
Similarly, to the extent that in changed economic circumstances inflation is also 
changed, under the modified indexation provisions certain transfers to persons and 
the exemptions and tax brackets for personal income taxes adjust automatically 
only for the excess of inflation over 3 per cent. Accordingly, the marginal impact 
of changes in the rate of inflation on statutory transfers and indexation of the 
personal income tax system is dependent on the current level of inflation. For 
example, if inflation were expected to average below 3 per cent, an increase in 
inflation would trigger indexation only to the extent that inflation would then 
exceed 3 per cent. If inflation were expected to exceed 3 per cent, the full marginal 
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Table A.2.1 


Sensitivity Analysis for the Fiscal Projections: 
One-Per-Cent Higher Growth Rate Case 


Estimated changes to fiscal position 
Wear Year 2 Year3 Year 4 


(billions of dollars) 
Budgetary transactions 


Revenue increases 0.8 ey! JL Gf 
Expenditure reductions 0.2 0.4 0.8 Hal 
Deficit reductions 1.0 Onl Sy) 4.8 


Non-budgetary transactions 
Increase in source of funds 0.5 1.0 1.5 1.9 


Reductions in financial 
requirements i 3.1 5.0 6.7 


increase in inflation would be reflected in indexation. The effect of inflation can 
also be asymmetric for increases and decreases in inflation — if inflation were 
expected to average 3 per cent, an increase in inflation would be reflected in 
indexation, while a reduction in inflation would have no impact on indexed 
transfers and personal taxes. 


The sensitivity analysis that follows is “partial”, in the sense that the implications 
of a changed economic growth rate are examined with interest rates being “given” 
and vice versa. Moreover, it must be noted that the potential impacts are 
somewhat sensitive to the base case assumptions. The impacts of interest rate 
changes on debt servicing costs are sensitive to the base case projections for the net 
debt and the composition of the debt. Similarly, the induced changes in public 
debt charges due to changed deficits and debt are sensitive to the base case 
assumptions for interest rates. In this sense, then, the analytical results which 
follow are conditional on the base case assumptions from which they were derived. 


Table A.2.1 contains estimates of the impact on revenues, expenditures, the 
budgetary deficit and financial requirements for one-per-cent higher real 
economic growth. The deficit and financial requirements are substantially lower. 
The effects build up substantially over time and, after four years, the deficit is 
lowered by close to $5 billion and financial requirements by close to $7 billion. 
The larger improvement in financial requirements reflects the improvement in the 
unemployment insurance account for which employer/employee contributions and 
regular unemployment insurance benefits are classified as non-budgetary.“” 


‘) Jt should be noted that, as it is assumed that unemployment insurance contribution rates are 
fixed, the balance on the unemployment insurance account improves as a result of increased 
economic activity. However, to the extent that the cumulative balance in the account improves, 
large persistent changes in the balance could result in a change to contribution rates which would 
tend to offset any improvement in the unemployment insurance account balance. 


Table A.2.2 presents the sensitivity analysis for a 100-basis-point reduction in 
interest rates. The estimated effects build up over time as the stock of debt 
matures and is refinanced at lower interest rates. Public debt charges are lowered 
directly as a result of lower interest rates and indirectly as a result of lower debt 
service on the interest charges themselves. The entries for non-budgetary 
transactions reflect the fact that some interest payments are recorded in budgetary 
expenditures on an accrual basis, and the entries for non-budgetary transactions 
convert these accurals to a cash basis to derive financial requirements. For a 
100-basis-point reduction in interest rates, the budgetary deficit decreases by 
about $1.1 billion after one year and $3.1 billion after four years. For financial 
requirements, the reductions are $0.7 billion and $2.4 billion respectively. 


Table A.2.2 


Sensitivity Analysis for the Fiscal Projections: 
100-Basis-Points Lower Interest Rates Case 


Estimated changes to fiscal position 


Year | Year 2 Year 3 Year 4 


(billions of dollars) 


Budgetary transactions 


Revenue reductions 0.1 0.1 0.1 0.2 
Expenditure reductions 12 22 Dek 273 
Deficit reductions Le 2.1 2.6 Sal 


Non-budgetary transactions 
Reductions in source 
of funds 0.4 0.5 0.7 O77 


Reductions in financial 
requirements 0.7 1.6 1.9 2.4 
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Annex 3 


International Comparisons of Deficits, Debt and 
Interest Payments 


This annex provides some international comparisons of deficits, debt and interest 
payments. The material is presented in three sections. In the first, deficits are 
compared for the seven major countries in the Organization for Economic 
Cooperation and Development (OECD), including Canada. The data are ona 
national accounts basis. Section 2 contains more detailed comparisons of deficits, 
debt and interest payments in Canada and the United States. The data are on both 
national and public accounts bases. The third section sets out debt and interest 
payments for the general (total) government sector for the seven major OECD 
countries, including Canada. 


1. International Comparisons of Deficits 
in the Seven Major OECD Countries 


Table A.3.1 contains an international comparison of deficits in the seven major 
OECD countries from 1970 to 1984, on a national accounts basis. The 
comparisons are at both the central (federal) and the total government levels. 
Greater emphasis should be placed on total government level comparisons, as 
differing responsibilities for economic activity among the OECD countries limit 
somewhat the usefulness of comparisons at the central government level. 


The information presented in Table A.3.1 indicates that large persistent deficits 
since the mid-1970s are not unique to Canada. In 1982, the last year for which 
complete data are available on a comparable basis for all the major OECD 
countries, Canada’s federal deficit as a percentage of gross national product 
(GNP) was smaller than central government deficits in Italy and Japan, but larger 
than deficits in France, Germany, the United Kingdom and the United States. 
The influence of the 1981-1982 recession had the most significant impact on the 
deficits of the North American economies. The deficit rose 3.1 percentage points 
in Canada in 1982 to 5.3 per cent of GNP, and rose 2.6 percentage points in the 
United States to 4.8 per cent. The weighted average deficit for the seven countries 
rose 1.4 percentage points in 1982. 


In 1982, at the total government level, the deficit in Canada was smaller only than 
in Italy, as it increased to 5.0 per cent from 1.6 per cent of GNP in 1981, by far 
the largest rise among the seven major OECD countries. The average total 
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Table A.3.1 


International Comparisons of Government Budget Balances 
as Percentages of GDP and GNP 1975 to 1984 


Weighted 
average” Canada _ USS. U.K. France Germany Italy Japan 

Central 
government 
Average 

1970-1974 -0.8 0.1 -1.2 be) 0.9 0.0 -3.8 —0.7 
1975 -5.8 —2.3 -4.5 ~3.2 -1.9 -3.0 -7.4 4.2 
1976 -3.0 -1.8 -3.1 -4.0 0.1 —2.3 4.6 4.5 
1977 -2.9 -3.5 —2.4 -2.8 —0.7 -1.6 4.9 -5.5 
1978 -3.] 4.6 -1.4 -3.5 -1.3 -1.6 -11.0 -6.2 
1979 -2.4 -3.5 -0.7 -2.5 0.8 -1.5 -9.1 -5.6 
1980 -2.9 -3.5 —2.3 -2.9 —0.2 -1.7 -7.5 -5.3 
1981 —3,2 —2.2 —2.2 4, -1.2 -2.1 -9.8 -5.6 
Average 

1975-1981 —3.3 -3.] —2.4 -3.3 -0.9 -2.0 -7.8 -5.3 
1982 4.6 -5.3 4.8 -2.6 -1.9 -2.1 -10.4 -5.4 
1983) - -6.2 -5.4 - - - - - 
1984‘) - -7.0 4.8 - - - - - 
Total government 
sector 
Average 

1970-1974 -0.6 0.8 —0.6 -1.0 0.8 -0.1 -6.0 0.9 
1975 —4,5 -2.4 4.2 4,7 -2.2 -5.7 -11.7 -2.8 
1976 2.9 -1.7 —2.1 -4.8 -0.5 -3.5 -9.0 -3.8 
1977 —2.1 2.4 -0.9 —3.4 -0.8 —2.4 -8.0 -3.7 
1978 —2.6 —3.] 0.0 4.2 -1.9 ~2.5 -9.7 -5.9 
1979 -2.4 -1.8 0.6 —3.2 -0.7 —2.7 ~9.5 -4.8 
1980 ~2.6 -2.7 -1.2 —3.8 “0:2 -3.1 -8.0 -4.5 
1981 —2.6 -1.6 -0.9 —3.] -1.8 -3.8 -11.9 -4.0 
Average 

1975-1981 —2.8 —2.2 —1.2 -3.9 -1.1 —3.4 -9.7 4.2 
1982 -4.0 -5.0 -3.8 —2.4 -2.5 -3.4 ~12.7 -3.4 
1983 4.2 -6.2 4.1 —3,3 3.4 —2.7 -11.8 —3.3 
1984) -3.7 -6.4 -3.3 -3.1 -3.5 -1.7 -13.5 ~2.2 


‘) Estimates other than for Canada and the United States are reported in the OECD, Economic Outlook, 
December 1984. 
GDP weights expressed in U.S. dollars. 


Source: OECD, National Accounts of OECD Countries, 1970-1982, Volume II; OECD, Economic 
Outlook, December 1984; Statistics Canada, National Income and Expenditure Accounts, cat. 13-001; 
U.S. Department of Commerce, Survey of Current Business; and Department of Finance. 
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government deficit for the period 1975 to 1981 was 2.2 per cent of GNP in 
Canada, lower than in Germany, the United Kingdom, Japan and Italy, but 
higher than in France and the United States, which each had an average deficit of 
slightly greater than | per cent of GNP. For the same period, the total government 


deficit in Canada was lower than the weighted average for the seven major 
OECD countries. 


From 1982 to 1984, however, the total deficit in Canada was considerably above 
the weighted average. By 1984, the total government deficit in Canada reached 
6.4 per cent of GNP, compared to 3.7 per cent for the weighted average and 

3.3 per cent in the United States. Canada’s deficit experience between the 
mid-1970s and 1981 does not stand out in comparison with other OECD countries. 
Since 1982, however, the substantial rise in Canadian deficits distinguishes 
Canada from the seven major OECD countries, including the United States. 


2. Canada-United States Comparisons 


The Canadian budgetary deficit and American unified budget deficit are not 
strictly comparable due to the inclusions in the unified budget deficit of sources or 
requirements for funds arising from certain trust accounts such as those for social 
security and civil service pensions, while these accounts are not included in the 
definition of the budgetary deficit in Canada, but are included in financial 
requirements. In addition, the unified budget deficit excludes the so-called “‘off- 
budget” outlays. In the United States, the federal government borrows funds to 
finance the expenditures of a number of agencies which are excluded by law from 
the definition of the budgetary deficit. In Canada, these borrowings affect 
financial requirements and are included in loans, investments and advances. 
Accordingly, a more appropriate comparison is between the U.S. total deficit, which 
includes off-budget outlays, and Canadian financial requirements. But even here there 
can be significant conceptual differences in the interpretation of deficits because 
of different definitions of fiscal years in the two countries. In the United States the 
fiscal year runs from October to September; in Canada it runs from April to 
March. It is thus also useful to compare annual national accounts deficits, whose 
estimates are constructed on an internationally-comparable basis and do not 
involve any differences in fiscal years. 


As can be seen from Table A.3.2, Canadian financial requirements as a 
percentage of GNP were generally higher during the 1975-1983 period than the 
corresponding ratios for the U.S. total deficit, except for 1975-76 and 1981-82. 
For 1984-85, financial requirements reached $29.7 billion or 7.0 per cent of GNP 
in Canada compared to $221.4 billion or 5.7 per cent of GNP for the total deficit 


in the United States. 
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Table A.3.2 


Canada-United States Deficits, Debt and Interest Payments Comparisons 


1975-76 1976-77 


Public Accounts Basis 


Canada 

Financial requirements -4.8 
(per cent of GNP) (-2.9) 

United States 

Total deficit’ ~73.7 
(per cent of GNP) (-4.5) 

Canada 

Unmatured debt held by 

outside parties BileD 

(per cent of GNP) (2257) 


United States 
Debt held by general public 480.3 


(per cent of GNP) (29.3) 
Canada 
Net public debt charges 1.9 
(per cent of GNP) (1.1) 
(per cent of revenues 
excluding return on (6.8) 
investments) 


United States 
Net public debt charges 26.7 


(per cent of GNP) (1.6) 
(per cent of revenues 
excluding Federal (9.1) 


Reserve earnings) 


Canada 
Federal deficit -3.4 
(per cent of GNP) (-1.8) 
Total government sector 
deficit -3.2 
(per cent of GNP) (-1.7) 
United States 
Federal deficit -53.1 
(per cent of GNP) (-3.1) 
Total government sector 
deficit -36.5 
(per cent of GNP) (-2.1) 


‘) Includes off-budget outlays. 


-5.5 
(-2.9) 


-53.6 
(2.9) 


42.4 
(22.1) 


551.8 
(29.6) 


2.3 
(1.2) 


(7.8) 


2919) 
(1.6) 


(8.6) 


1977 


-7.3 
(-3.5) 


-5.0 
(-2.4) 
-45.9 
(-2.4) 


-17.8 
(-0.9) 


1977-78 1978-79 1979-80 1980-81 


1981-82 


1982-83 


(billions of dollars and percentage of GNP) 


-8.4 
(-4.0) 


=59.0 
(-2.8) 


51.4 
(24.5) 


610.9 
(29.2) 


3.0 
(1.4) 


(10.0) 


35.4 
(1.7) 


(9.0) 


1978 


-10.6 
(-4.6) 


403 
(-3.1) 
-29.5 
(-1.4) 


0.8 
(0.0) 


iia 
(-4.8) 


-40.2 
(-1.7) 


66.3 
(28.6) 


644.6 
@773) 


3.9 
(1.7) 
(12.5) 


42.6 
(1.8) 


(9.4) 


-10.4 
(—4.0) 


-73.8 
(-2.9) 


AN) 
(27.1) 


TAS=1 
(27.8) 


52 
(2.0) 


(14.6) 


525 
(2.0) 


(10.4) 


National Accounts Basis 1976 1979 


=9:1 


(-3.5) 


-4.6 
(-1.8) 


-16.1 


(-0.7) 


14.3 
(0.6) 


-10.1 
(-3.4) 


-78.9 
(-2.7) 


82.8 
(27.8) 


794.4 
(275) 


6.6 
(2.2) 


(15.9) 


68.7 
(2.4) 


(11.7) 


1980 


-10.4 
(-3.5) 


-8.1 
(-2.7) 
-61.3 
(-2.3) 


-30.7 
(<i-2) 


-8.3 
(-2.5) 


-127.9 
(-4.2) 


DIED 
(27.0) 


929.4 
(30.5) 


10.1 
(3.0) 


(20.2) 


85.0 
(2.8) 


(14.1) 


198] 


-7.4 
(222) 


5.4 
(-1.6) 
64.3 

(-2.2) 


-26.7 
(0.9) 


-23.3 
(-6.5) 


-207.8 
(-6.4) 


HES 2 
(32.2) 


1,141.8 
(35.4) 


12.0 
(3.3) 


(23.4) 


89.8 
(2.8) 


(15.3) 


1982 


-18.9 
(5.3) 


-17.9 

(-5.0) 
~148.2 

(-4.8) 


-115.2 
(-3.8) 


1983-84 


=2541 
(-6.4) 


2853 
(252) 


141.6 
(36.3) 


1,312.6 
(36.7) 


13.4 
(3.4) 


(25.6) 


eae 
(3.1) 


(17.1) 


1983 


-24.] 
(6.2) 


-24.3 

(-6.2) 
-178.6 

(-5.4) 


-134.5 
(-4.1) 


Estimates 
1984-85 


-29.7 
(-7.0) 


-221.4 
(-5.7) 


171.4 
(40.5) 


1,534.0 
(39.6) 


lat 
(4.1) 


(29.2) 


130.4 
(3.4) 


(20.0) 


1984 


-29.6 
(-7.0) 


-26.9 

(6.4) 
-175.2 

(-4.8) 


-122.4 
(-3.3) 


Sources: Statistics Canada, National Income and Expenditure Accounts, cat. 13-001; Budget of the United States 
Government Fiscal Year 1986; and Department of Finance. 
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On a national accounts basis, the pattern of relative deficit positions has also been 
for larger federal deficits in Canada. Except for 1976 and 1981, the Canadian 
national accounts deficit has been higher as a percentage of GNP than the U.S. 
deficit, and above the corresponding U.S. ratio in 1984. In 1984, the deficit in 
Canada was 7.0 per cent of GNP compared to 4.8 per cent in the United States. 
For the total government sector, deficits were 6.4 and 3.3 per cent in the two 
countries respectively. 


Table A.3.2 also shows debt and debt interest charges for the two countries as 
percentages of GNP and of revenues. The relevant debt comparison is between 
unmatured debt held by outside parties in Canada and debt held by the general 
public in the United States. Unmatured debt held by outside parties differs from 
gross public debt in that it excludes debt held by internal government accounts 
such as the superannuation accounts. With respect to these measures of debt, om 
1975-76 to 1982-83 U.S. debt as a percentage of GNP was generally higher than 
the corresponding Canadian ratio, although by 1983-84 the U:S. ratio was 

36.7 per cent of GNP, compared to 36.3 per cent of GNP for Canada. For 
1984-85 unmatured debt in Canada is estimated to have reached 40.5 per cent of 


GNP compared to 39.6 per cent for debt held by the general public in the 
United States. 


With respect to interest payments, on a net basis interest payments on the debt 
were higher in the United States from 1975-76 to 1980-81. By 1981-82, the trend 
was reversed, clearly showing higher net public debt charges as a percentage of 
GNP in Canada. For 1984-85 net public debt charges are estimated to be 4.1 per 
cent of GNP in Canada compared to 3.4 per cent in the United States. Finally, as 
a percentage of revenues excluding investment income for Canada and excluding 
Federal Reserve earnings for the United States, net public debt charges have been 
higher in Canada since 1977-78. In 1984-85, net public debt charges as a 
proportion of revenues are estimated to be 29.2 per cent in Canada, compared to 
20.0 per cent in the United States. 


3. International Comparisons of Debt and Interest Payments 


Table A.3.3 contains debt interest payments for the total government sector for 
the seven major OECD countries from 1970 to 1984. The debt outstanding for the 
seven countries is also set out for both 1970 and 1983. The data has been 
constructed by the OECD and may differ from countries’ national statistics. 
According to the OECD, Canada’s total debt outstanding was equal to 53.7 per 
cent of GNP in 1970 compared to 39.6 per cent for the average of the seven major 
OECD countries. Canada’s debt was proportionally lower than that of the United 
Kingdom, which stood at 86.2 per cent, but higher than the other five countries. 
By 1983 Canada’s debt had increased by 1.8 percentage points of GNP compared 
to growth for the seven-country average of 11.2 percentage points. Canada’s debt, 
expressed as a per cent of GNP, was lower than Japan and Italy but higher than 
the other four major countries. 
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Table A.3.3 


Debt Outstanding and Debt Interest Payments 
As Percentages of GDP and GNP 


Debt outstanding Debt interest payments 

1970 1983 1970 1975 1980 1983 1984) 
United States 46.2 45.8 pas 25 373 4.6 4.9 
Japan 12.0 66.82 0.6 hag ooo 4.4 4.6 
Germany 18.4 41.1 1.0 1.4 1.9 3.0 3.0 
France 29.4 32.62 i eS 1.6 raed) a0 
United Kingdom 86.2 54.22 3.9 4.0 ula 4.9 4.7 
Italy 44.4 84.5 He 4.0 6.3 9.1 9.6 
Canada S37 55.5 3.8 4.0 ‘ole 2 76 
Total major seven 

countries® 39.6 50.8 1.9 B58) 3.4 4.6 4.9 


‘) OECD forecasts. 
OECD estimates. 
°) 1982 GNP/GDP weights and exchange rates. 


Source: OECD, Economic Outlook, December 1984, Table 5, page 32. 


Total interest payments for the general government sector rose substantially from 
1970 to 1984. Canada’s debt interest payments in 1970 were equal to 3.8 per cent 
of GNP compared to 1.9 per cent for the average of the seven major OECD 
countries. Only the United Kingdom had a higher debt-servicing ratio than 
Canada at 3.9 per cent of GNP. By 1984 the debt-servicing ratio in Canada had 
increased 3.8 percentage points compared to 3.0 percentage points for the seven- 
country average. In 1984 only Italy had a higher ratio of interest payments to 
GNP at 9.6 per cent, compared to 7.6 per cent for Canada. 
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Annex 4 


The Fiscal Projections on a National Accounts Basis 


On a national accounts basis the federal deficit is estimated to have been 

$31.1 billion in 1984-85. It is expected to decline to $27.5 billion in 1985-86 and 
fall further to $25.5 billion in 1986-87. The differences in accounting conventions 
can Cause significant variations between the national accounts deficit and public 
accounts budgetary deficit. For example, in the current fiscal year the national 
accounts deficit is expected to be $6.2 billion less than the public accounts deficit. 


The differences between the deficit on a national accounts and on a public 
accounts basis arise because the two accounting frameworks were designed for 
different purposes. The public accounts conventions have been adopted to 
facilitate control over the flows of cash into and out of the Consolidated Revenue 
Fund in a manner that conforms with the basis on which Parliament provides 
spending authority. In contrast, the primary objective of the national accounts is 
to measure current economic production, and the government sector is treated on 
the same basis as other sectors of the economy, such as the personal, business and 
foreign sectors. The focus on measuring current economic activity results in the 
use of accrual accounting policies for some government transactions, which causes 
an additional discrepancy between the national accounts deficit and the deficit on 
a public accounts basis. 


Table A.4.1 provides the federal government’s revenues, expenditures and deficit 
on a national accounts basis. It is important to note that national accounts 
revenues and expenditures differ significantly from their public accounts 
counterparts discussed in Chapter 4. 


Tables A.4.2 and A.4.3 present detailed reconciliations of public accounts 
budgetary revenues and expenditures with their national accounts counterparts. In 
general, the public accounts and national accounts measures of revenues and 
expenditures differ for three reasons, although numerous technical adjustments 
are required to reconcile the two. First, accrual accounting principles are more 
often used in national accounts transactions, particularly for revenues, than in 
public accounts budgetary transactions. Second, a number of budgetary 
transactions recorded on a net basis in the public accounts give rise to separate 
entries for revenues and expenditures in the national accounts. Furthermore, some 
government activities are handled through specified purpose accounts, with the 
result that budgetary transactions on a public accounts basis are unaffected. Such 
accounts are often established for activities expected to be self-financing. 
Revenues and expenditures arising from such activities are usually recorded 


63 


64 


Table A.4.1 


Government of Canada Revenues and Expenditures 


National Accounts Basis 


Revenues 

Direct taxes, persons 

Direct taxes, corporations 

Direct taxes, non-residents 

Indirect taxes 

Other current transfers from persons 

Investment income 

Capital consumption allowances 
Total 


Expenditures 
Current goods and services 
Transfer payments to persons 
Subsidies 
Capital assistance 
Current transfers to non-residents 
Public debt interest 
Transfers to other levels of government 
Gross capital formation 

Total 


Deficit 


Revenues 

Direct taxes, persons 

Direct taxes, corporations 

Direct taxes, non-residents 

Indirect taxes 

Other current transfers from persons 

Investment income 

Capital consumption allowances 
Total 


Expenditures 
Current goods and services 
Transfer payments to persons 
Subsidies 
Capital assistance 
Current transfers to non-residents 
Public debt interest 
Transfers to other levels of government 
Gross capital formation 

Total 


1984-85 


-31,100 


(percentage change) 


1985-86 


(millions of dollars) 


114,230 


-27,535 


1986-87 


117,990 


-25,475 


Table A.4.1 (Cont.) 


Government of Canada Revenues and Expenditures 
National Accounts Basis 
a an 


1984-85 1985-86 1986-87 
(percentage of GNP) 
Revenues 
Direct taxes, persons 9.1 9.8 10.0 
Direct taxes, corporations 2.8 2.9 2.8 
Direct taxes, non-residents 0.3 0.3 0.3 
Indirect taxes 4.4 4.1 4.0 
Other current transfers from persons - = = 
Investment income 1.9 1.9 1.8 
Capital consumption allowances 0.3 0.3 0.3 
Total 18.7 19.3 19.2 
Expenditures 
Current goods and services 555 Sil 5.0 
Transfer payments to persons ds3 ig. 7.0 
Subsidies 1.9 152 0.9 
Capital assistance 0.7 0.7 0.4 
Current transfers to non-residents 0.4 0:3 0.3 
Public debt interest 5:3 Dr] 6.0 
Transfers to other levels of government 4.7 4.7 46 
Gross capital formation 0.6 0.5 0.4 
Total 26.1 25.4 24.5 
Deficit -7.4 -6.1 -5.3 


GNP (billions of dollars) 420.8 449.2 480.7 


separately in the national accounts. Third, capital consumption allowances are 
included in both revenues and expenditures in the national accounts but are not 
included in the public accounts. This enhances the usefulness of the national 
accounts in analyzing economic activity. 


The “‘grossing-up” of budgetary transactions results in national accounts revenues 
and expenditures that are significantly higher than their public accounts 
counterparts. An example is the funding of unemployment insurance. In the public 
accounts, budgetary expenditures include only the government’s contribution to 
unemployment insurance for regional extended benefits and net fishermen’s 
benefits, which was $3.0 billion in 1984-85. National accounts expenditures for 
unemployment insurance include all benefit payments, which totalled $10.3 billion 
in 1984-85. Unemployment insurance premiums are paid into a non-budgetary 
specified purpose account and no corresponding entry is made to budgetary 
revenues in the public accounts. In the national accounts all premiums, which 
amounted to $8.0 billion in 1984-85, are recorded as revenues. 
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Table A.4.2 


Government of Canada Revenues 
Public Accounts and National Accounts Reconciliation 


1984-85 1985-86 1986-87 


(millions of dollars) 


Budgetary revenue—public accounts 63,814 71,245 76,950 
Adjustments 
Deficits of government business 
enterprises‘) —1,585 -1,290 -950 
Sales of capital assets -170 ~305 -515 
Budgetary revenue offsets -600 —805 -895 
Corporation income tax 
(incl. PGRT and IORT) -30 5 100 
Oil export charge®? 250 40 0 
Withholding tax -5 20 25 
Employer-employee contributions to 
government pensions‘ 1,875 1,930 2.020 
Employer-employee contributions to 
unemployment insurance 7,985 8,920 9,645 
Western Grain Stabilization contributions 55 55 35 
Interest on public-held funds® 3765 4,245 4,780 
Capital consumption allowances 1,305 1,405 P25 
Canadian Ownership Special Charge” 30 -215 0 
National accounts petroleum 
compensation revenue? IRIS) 825 0 
Airport tax 220 270 305 
Imputed bank services 80 85 85 
National accounts investment income 
adjustment 390 -—325 -595 
Other non-tax revenue adjustment! -225 -125 -140 
Supplementary period adjustment“) —680 680 0 
Other adjustments and rounding 91 35 140 
Total revenue — national accounts 78,820 86,695 92,515 


‘) In the public accounts, deficits of government business enterprises are a charge to budgetary 
expenditure, whereas in the national accounts these deficits are deducted from remitted profits of 
other government business enterprises. 


(2) This adjustment represents the excess of accruals over collections for the corporate income tax, the 


Petroleum and Gas Revenue Tax and the Incremental! Oil Revenue Tax. In the national accounts 


the income tax on life insurance companies is included with personal income tax whereas in the 
public accounts it is treated as a corporate income tax. 


The Oil Export Charge adjustments represent the sum of the excess of accruals over collections and 
the provincial share of the Oil Export Charge. 


(4) 


(5) 


(6) 


(7) 


(8) 


(9) 


(10) 


ap 


Withholding taxes are recorded on a different basis in the public accounts and the national 
accounts. The difference shown is the national accounts tax on non-residents minus the sum of the 
public accounts non-resident tax and other tax revenue (withholding tax on life 

insurance companies). 


In the public accounts government pensions, social security receipts and the income of certain 
special funds are treated as non-budgetary transactions whereas in the national accounts these 
transactions are included in government revenue. 


This adjustment is made to bring the public account revenues in line with national account 
revenues which include capital consumption allowances. 


This adjustment represents the difference between accrued and cash receipts. 


In the public accounts the petroleum compensation charge is netted against petroleum compen- 
sation payments and is included in budgetary expenditure. Gross revenues and payments are 
recorded in the national accounts. 


This adjustment reflects the excess of remitted profits (prior to deduction of deficits) and interest 
on loans and advances over public accounts return on investments. 


This adjustment reflects the differences in the treatment of sales of capital assets, other current 
transfers from persons and miscellaneous indirect taxes in the national accounts and the 
public accounts. 


In the national accounts the supplementary period revenue is allocated to the following fiscal year, 
while in the public accounts it is allocated to the current fiscal year. 
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Table A.4.3 


Government of Canada Expenditures 
Public Accounts and National Accounts Reconciliation 


1984-85 1985-86 1986-87 


(millions of dollars) 


Budgetary expenditures—public accounts 99,612 105,000 109,690 


Adjustments 
Transfers to funds and agencies‘) —5,700 —5,490 -5,605 
Deficits of government business 
enterprises ~1,585 —1,290 -~950 
Expenditures of funds and agencies 2,530 2,485 2,380 
Government pensions and social 
security disbursements 12,550 13,040 12,940 
Capital consumption allowances 1,305 1,405 [5525 
Petroleum compensation program 2,320 1,315 0 
Oil Export Charge” 2a 85 0 
Miscellaneous adjustments? -1,367 2,320 —1,990 
Total expenditures—national accounts 109,920 114,230 117,990 


‘) In the national accounts, budgetary appropriations to various funds and agencies are replaced 
by the actual expenditures of funds and agencies. 


‘2 In the public accounts, deficits of government business enterprises are charged to budgetary 
expenditures whereas in the national accounts these deficits are deducted from remitted profits 
of other government business enterprises. 


(3 


This item represents the substitution in the national accounts of actual expenditures made by 
the funds and agencies in place of the public accounts transfers to the funds and agencies. 


(4 


In the public accounts, government pensions and social security disbursements are treated as 
non-budgetary transactions whereas, in the national accounts, these transactions are included 
in government expenditures. 


(S 


These figures represent the national accounts imputed depreciation on the government stock 
of fixed capital. 


‘© These figures represent the difference between gross payments recorded on a national accounts 
basis and net payments recorded on a public accounts basis. 


7 


—, 


This item represents the provincial share of the Oil Export Charge, which is deducted from 
total receipts in the public accounts. 


‘8) As in the case of revenues, the miscellaneous adjustments arise as a result of conceptual 
differences between the two forms of presentation. These items represent, for example, reserves 
and write-offs which include a provision for valuation; purchase of existing capital assets; 
budgetary revenue items offset against budgetary expenditure; imputed banking services; and 
an adjustment for the treatment of expenditures in the supplementary period. 


Annex 5 


Supplementary Background Tables 


Table A.5S.1 


Government of Canada 
Public Accounts Fiscal Transactions 


Financial 
requirements 
(excluding 
Non- foreign 
Budgetary Budgetary Budgetary budgetary exchange 
revenues expenditures deficit transactions transactions) 
(millions of dollars) 
Actual 
1926-27 372 330 42 -38 4 
1931-32 303 417 -114 -104 -218 
1936-37 420 498 -78 10 -68 
1941-42 1,443 1,839 -396 -225 -621 
1946-47 2,935 2,561 374 -840 -466 
1951-52 3,902 3,654 248 172 420 
1956-57 S332 5,026 306 149 455 
1957-58 5,420 5,457 -37 -309 -346 
1958-59 5,130 5,739 -609 -869 ~1,478 
1959-60 5,837 6,278 -44] -43 -484 
1960-61 6,221 6,551 -330 6 —324 
1961-62 6,190 6,999 -809 -44 -853 
1962-63 62377 TS2 -755 -184 -939 
1963-64 6,803 7,938 -1,135 876 -259 
1964-65 7,910 8,239 -329 413 84 
1965-66 8,628 8,397 231 -133 98 
1966-67 9,408 9,686 -278 -382 -660 
1967-68 10,290 11,005 -715 -663 -1,378 
1968-69 11,507 BEI -404 407 -811 
1969-70 13,800 13,434 366 -132 234 
1970-71 14,380 14,889 -509 -519 -1,028 
1971-72 15,941 16,857 -916 -450 —1,366 
1972-73 18,351 195515 -1,164 -144 -1,308 
1973-74 21,346 22,900 -1,554 2H) -1,517 
1974-75 27,581 29;529 -1,948 -19] -2,139 
1975-76 29,512 353255 -5,743 969 -4,774 
1976-77 32,020 38,515 -6,495 947 -5,548 
1977-78 32,093 42,672 -10,579 2,130 -8,449 
1978-79 34,313 46,834 -12,521 1,408 -11,113 
1979-80 38,936 50,266 -11,330 885 -10,445 
1980-81 45,398 58,416 -13,018 2,901 -10,117 
1981-82 54,854 69,449 -14,595 6,264 -8,331 
1982-83 56,013 80,001 -23,988 12 -23,256 
1983-84 372130 88,915 -31,785 6,703 ~25,082 
Preliminary estimate 
1984-85 63,814 99,612 -35,798 6,146 -29,652 


i 


“) Figures for 1957-58 and subsequent years are adjusted so that historical data are consistent with current Government of 
Canada accounting practices. For years prior to 1957-58, the only adjustments made have been to treat Canada Post as 
a Crown corporation and to treat Old Age Security receipts and payments as budgetary transactions. 
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Table A.5:2: 


Government of Canada 
Public Accounts Fiscal Transactions‘ 


Financial 
requirements 
(excluding 
Non- foreign 
Budgetary Budgetary Budgetary budgetary exchange 
revenues expenditures deficit transactions transactions) 
(percentage of GNP) 

Actual 
1926-27 Te -6.4 0.8 -0.7 0.1 
1931-32 6.5 -8.9 -2.4 -2.2 4.6 
1936-37 9.1 -10.7 -1.6 0.1 -1.5 
1941-42 ee) -22.3 . 4.8 -2.7 -7.5 
1946-47 24.7 -21.5 372 -7.1 -3.9 
1951-52 18.0 -16.9 1 0.8 1.9 
1956-57 16.6 -15.7 0.9 0.5 1.4 
1957-58 16.2 -16.3 -0.1 0.9 -1.0 
1958-59 14.8 -16.5 -1.7 -2.5 -4,2 
1959-60 15.8 -17.0 -1,2 -0.1 -1.3 
1960-61 16.2 -17.0 -0.8 0.0 -0.8 
1961-62 15.6 -17.7 -2.1 -0.1 -2.2 
1962-63 14.9 -16.6 -1.7 -0.5 -2.2 
1963-64 14.8 -17.3 -2.5 1.9 -0.6 
1964-65 15.7 -16.4 -0.7 0.9 0.2 
1965-66 15.6 -15.2 0.4 -0.2 0.2 
1966-67 1522 -15.7 -0.5 -0.6 -1.1 
1967-68 15:5 -16.6 -1.1 -1.0 -2.1 
1968-69 15.9 -16.4 -0.5 -0.6 -1.1 
1969-70 17.3 -16.8 0.5 -0.2 0.3 
1970-71 16.8 -17.4 -0.6 -0.6 -1.2 
1971-72 16.9 -17.8 -0.9 -0.5 -1.4 
1972-73 17.4 -18.5 -1.1 0.1 -1.2 
1973-74 173 -18.5 -1.2 0.0 -1.2 
1974-75 18.7 -20.0 -1.3 0.1 -1.4 
1975-76 17.8 -21.3 -3.5 0.6 -2.9 
1976-77 16.7 -20.1 -3.4 0.5 -2.9 
1977-78 1533 -20.3 -5.0 1.0 -4.0 
1978-79 14.8 -20.2 -5.4 0.6 -4.8 
1979-80 14.7 -19.0 -4.3 0.3 4.0 
1980-81 15s -19.6 4.4 1.0 -3.4 
1981-82 16.1 -20.4 -4.3 1.8 -2.5 
1982-83 15.6 -22.3 -6.7 0.2 -6.5 
1983-84 14.7 -22.8 -8.1 as -6.4 
Preliminary estimate 
1984-85 [52 -23.7 -8.5 5 -7.0 


‘) Figures for 1957-58 and subsequent years are adjusted so that historical data are consistent with current 
Government of Canada accounting practices. For years prior to 1957-58, the only adjustments made have been to 
treat Canada Post as a Crown corporation and to treat Old Age Security receipts and payments as budgetary 
transactions. 
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Table A.5.3 


Government of Canada 
Public Debt Charges in Comparative Terms 


Total revenues Total expenditures GNP 
(millions (percentage (millions (percentage (billions 
of dollars) of GNP) of dollars) of GNP) of dollars) 

Actual 
1961-62 6,858 I-83 T3395 18.6 39.6 
1962-63 7,062 JIC ys) 7,466 17.4 42.9 
1963-64 7,541 16.4 TA28 16.8 46.0 
1964-65 8,549 17.0 8,153 16.2 5033 
1965-66 9,312 16.8 8,719 Sa. 55.4 
1966-67 10,260 16.6 10,024 16.2 61.8 
1967-68 11,189 16.8 12536 7h 66.4 
1968-69 12,696 ies) 12,621 17.4 WSS 
1969-70 14,815 18.6 13,837 123 79.8 
1970-71 15,734 18.4 15,823 18.5 85.7 
1971-72 17,820 18.9 18,075 19.1 94.5 
1972-73 20,614 19.6 20,812 19.8 10522 
1973-74 23,987 19.4 23,801 19.3 12326 
1974-75 30,763 20.9 30,810 20.9 147.5 
1975-76 32,618 je a! 36,560 9 165.3 
1976-77 36,118 18.8 40,322 2120 191.9 
1977-78 36,159 17a 45,547 D1 BAN V2 
1978-79 39,814 17.1 49,411 21.3 DID e2 
1979-80 45,417 Lee 54,593 208), 264.3 
1980-81 53,411 17.9 62,883 2174 297.6 
1981-82 66,711 19.6 75,704 2263 339.8 
1982-83 67,580 18.9 89,528 25.0 358.3 
1983-84 72,063 18.5 975222 24.9 390.3 


Preliminary estimate 


1984-85 78,820 18.7 109,920 26.1 420.8 


Table A.5.4 


Government of Canada 
Public Debt‘? 


Net ; Net public Net public 
Gross recorded NEDO CE debt debt asa 
public debt assets per percentage of 
(millions of (millions of (millions (percentage person personal 
dollars) (dollars) of dollars) of GNP) (dollars) income 

Actual 

1926-27 23726 378 2,348 45.6 244 57.9 
1931-32 2,827 45] 253710 50.6 226 64.8 
1936-37 3,542 458 3,084 66.6 279 85.6 
1941-42 6,607 2,562 4,045 49.1 347 68.1 
1946-47 17,228 4,180 13,048 109.8 1,043 132.0 
1951-52 16,729 5,544 11,185 51.7 778 66.6 
1956-57 18,186 5,045 13,141 41.0 797 S75 
1957-58 18,341 5,163 13,178 39.3 PS 52.4 
1958-59 19,949 6,162 13,787 39.6 792 S137 
1959-60 20,518 6,290 14,228 38.6 800 50.6 
1960-61 21,030 6,472 14,558 38.0 801 49.2 
1961-62 D2 328 6,961 15,367 38.8 830 51.0 
1962-63 23,680 7,558 16,122 37.6 855 49.2 
1963-64 25,428 8,171 1257 Sue) 898 49.5 
1964-65 26,520 8,934 17,586 35.0 898 Ave 
1965-66 27,190 9,835 17,355 Sie3 870 42.3 
1966-67 28,705 11,072 17,633 28.5 868 38.3 
1967-68 30,308 11,960 18,348 27.6 889 36.3 
1968-69 5225) 1 13,819 185752 25.8 895 3347, 
1969-70 33,858 15,472 18,386 23.0 865 29.7 
1970-71 37,554 18,659 18,895 224 878 28.4 
1971-72 41,128 21317 19,811 21.0 910 26.7 
1972-73 44,257 23.282 20,975 19.9 954 25.0 
1973-74 46,802 24,273 22,529 18.2 1,010 23.0 
1974-75 D2,24) 27,770 24,477 16.6 1,081 20.9 
1975-76 59,405 29,185 30,220 18.3 Lat? a2) 
1976-77 67,276 30,561 36,715 19.1 1,581 V3.1 
1977-78 80,183 32,889 47,294 22 2,015 27.6 
1978-79 97,502 37,687 59,815 25.8 2,524 31.2 
1979-80 105,176 34,031 71,145 26.9 2,966 33.0 
1980-81 120,261 36,098 84,163 28.3 3,465 34.4 
1981-82 137,457 38,699 98,758 29.1 4,018 34.2 
1982-83 162,903 40,157 122,746 34.3 4,942 38.7 
1983-84 196,037 41,506 154,531 39.6 6,162 45.9 
Preliminary estimate 

1984-85 232,354 42,025 190,329 45.2 7,518 52.8 


‘) Figures for 1957-58 and subsequent years are adjusted so that historical data are consistent with current 
public accounting practices. For years prior to 1957-58, the only adjustments to net Government of Canada 
debt have been to treat Old Age Security receipts and payments as budgetary transactions. Personal 
income figures are for the calendar year corresponding to the first three quarters of the appropriate fiscal 
year. The net public debt figures have been reduced in all years by the amount of Canadian Ownership 
Special Charge gross revenues. 
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Table A.5.5 


Government of Canada 
Public Debt Charges 


Ratio of gross Ratio of net 
public debt public debt 
Gross public Return on Net public charges to charges to 
debt charges investments debt charges gross debt net debt 
(millions of dollars) (percentage) 

Actual 

1926-27 1537! 8.6 124.5 4.9 BS) 
1931-32 123.4 9.3 114.1 4.4 4.8 
1936-37 141.4 tele 130.2 4.0 4.2 
1941-42 171.6 Ded 149.9 2.6 3h, 
1946-47 477.2 69.4 407.8 2.8 | 
1951-52 531.0 117.6 413.4 32 Sa, 
1956-57 534.1 206.7 327.4 2.9 7) 
1957-58 567.0 226.9 340.1 Sul 2.6 
1958-59 648.0 247.0 401.0 3.2 2.9 
1959-60 784.0 267.2 516.8 3.8 Sy) 
1960-61 798.0 287.3 510.7 3.8 oe) 
1961-62 839.0 307.5 S315 3.8 355 
1962-63 917.8 311.9 605.9 3.9 3.8 
1963-64 993.7 366.4 627.3 3.9 3.6 
1964-65 1,051.3 422.7 628.6 4.0 3.6 
1965-66 1,110.9 438.2 672.7 4.] 3.9 
1966-67 1,190.5 519.1 671.4 4.1 3.8 
1967-68 1,300.8 612.3 688.5 4.3 3.8 
1968-69 1,480.0 695.1 784.9 4.5 4.2 
1969-70 1,716.9 860.0 856.9 oI 4.7 
1970-71 1,920.4 1,000.2 920.2 Syl 49 
1971-72 2,136.9 513322 1,003.7 oe Dal 
1972-73 2,301.0 1,264.6 1,036.4 S22 49 
1973-74 2055 1,488.7 1,076.8 ts) 4.8 
1974-75 3.2393 L835 1,407.8 6.2 5.8 
1975-76 3,971.8 2,096.9 1,874.9 6.7 6.2 
1976-77 4,720.8 2,411.6 2,309.2 7.0 6.3 
1977-78 3,990:2 2,992.2 2,958.0 6.9 6.3 
1978-79 7,058.2 3,158.0 3,900.2 1d 6.5 
1979-80 8,523.9 3,344.0 5,179.9 8.1 7.3 
1980-81 10,687.0 4,130.0 6,557.0 8.9 7.8 
1981-82 15,168.0 5,090.0 10,078.0 10.3 10.2 
1982-83 16,971.0 5,017.0 11,954.0 10.4 9.7 
1983-84 18,146.0 4,746.0 13,400.0 9.3 8.7 


Preliminary estimate 
1984-85 22,304.0 5,200.0 17,104.0 9.6 9.0 


Table A.5.6 


Government of Canada 
Public Debt Charges in Comparative Terms 


Gross public debt charges Net public debt charges 
as a percentage of as a percentage of 
Budgetary Budgetary Budgetary Budgetary 
GNP revenues expenditures GNP revenues expenditures 

Actual 

1926-27 20 SPs 40.3 2.4 g355 OTe 
1931-32 2.6 40.7 29.6 2.4 Sa, 27.4 
1936-37 Sal 33.7 28.4 2.8 31.0 26.1 
1941-42 21 11.9 9.3 1.8 10.4 8.2 
1946-47 4.0 16.3 18.6 3.4 13.9 15.9 
1951-52 Piss) 13.6 14.5 1.9 10.6 Gs: 
1956-57 Ly, 10.0 10.6 1.0 6.1 6.5 
1957-58 ie. 10.5 10.4 1.0 6.3 6.2 
1958-59 1.9 12.6 li les 12 7.8 7.0 
1959-60 Jak 13.4 1235 1.4 8.9 S.2 
1960-61 pa 12.8 12.8 hes 8.2 7.8 
1961-62 4 | 13.6 12.0 13 8.6 7.6 
1962-63 pas 14.4 12.9 1.4 Fs) 8.5 
1963-64 poe 14.6 1255 1.4 9.2 7.9 
1964-65 754 i333 12.8 3 79 7.6 
1965-66 2.0 12.9 e322 1.2 7.8 8.0 
1966-67 1.9 1207 12.3 ial Tel 6.9 
1967-68 2.0 12.6 11.8 1.0 G37, 6.3 
1968-69 2.0 12.9 12.4 1.1 6.8 6.6 
1969-70 2D 12.4 12.8 el 6.2 6.4 
1970-71 2p) 13.4 12.9 Tel 6.4 6.2 
1971-72 2a 13.4 12e7 1.1 6.3 6.0 
1972-73 22 PA) 11.8 1.0 56 ES. 
1973-74 74 | 12.0 Le 0.9 5.0 4.7 
1974-75 PID) 11.7 11.0 1.0 Dal 48 
1975-76 2.4 1355 hy ea 6.4 523 
1976-77 25 14.7 123 [22 ee 6.0 
1977-78 2.6 Ls3 13.0 1.4 9.2 6.9 
1978-79 3.0 20.6 15.1 len 11.4 8.3 
1979-80 8:2 21.9 17.0 2.0 1323 10.3 
1980-8 1 3.6 PES 18.3 ep) 14.4 |W Wee 
1981-82 4.5 PML 21.8 3.0 18.4 14.5 
1982-83 4.7 2033 MP 383 213 14.9 
1983-84 4.6 31.8 20.4 3.4 23:5 ord 
Preliminary estimate 

1984-85 pS) 35.0 22.4 4.1 26.8 Vis2 
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Annex 6 


Debt Operations Report 


This annex provides a fuller discussion than has been made available in past 
budget documents of the federal government’s borrowing and other federal 
government credit market activity. It first shows the relation of total borrowing in 
financial markets, referred to as “unmatured debt transactions”, to the budgetary 
deficit and to financial requirements presented in Chapter 4, and the relation of 
total unmatured debt to federal government net debt. The annex then discusses 
the structure of the debt in terms of major components and maturities and in 
terms of the amount of debt held by non-residents and the amount of foreign 
currency debt, the amount of maturing debt which needs to be refinanced, and the 
recent debt management operations of the government. The annex concludes by 
presenting information on federal government loan guarantee programs, and 
borrowings and guarantees of Crown corporations. 


As discussed earlier, the budgetary deficit rose sharply from 1981-82 to 1984-85 
and is expected to decline moderately in 1985-86 and 1986-87. The budgetary 
deficit is the dominant component of financial requirements; the latter have 
followed the same basic trend as the budgetary deficit, although they have been 
less than the budgetary deficit in recent years as non-budgetary transactions in 
these years have been a net source of funds.” The largest source of non-budgetary 
funds are the superannuation accounts, as amounts credited to the accounts 
(employer and employee contributions and interest) regularly exceed payments 
out of the accounts by a substantial margin. Two measures of financial 
requirements are shown in Table A.6.1. The first - which forms part of the budget 
forecast — excludes requirements resulting from foreign exchange transactions; the 
second includes requirements (positive or negative) resulting from such 
transactions. These transactions include the requirement for Canadian dollars 
which results from exchange market intervention designed to dampen upward 
movements in the value of the Canadian dollar (sales of Canadian dollars for 
foreign exchange) and the source of Canadian dollars resulting from intervention 
to dampen declines in the Canadian dollar (sales of foreign exchange for Canadian 
dollars). In several recent years intervention activity has provided a net source of 
Canadian dollar cash; thus in these years the financial requirements including 


‘) Non-budgetary transactions are discussed above towards the end of Chapter.4. 


2) This non-budgetary source of funds is reflected in growing liabilities to the superannuation 
accounts in the government’s financial statements. 


Ie 


Table A.6.1 


Deficits, Financial Requirements and Borrowing 


Government of Government of 
Canada, financial Canada, financial Government of 
Government of requirements requirements Canada, domestic 
Canada budgetary — excluding foreign including foreign borrowing, 
deficit, public exchange exchange unmatured domestic 
accounts basis transactions transactions debt transactions® 


(millions of dollars) 


1970-71 509 1,028 2,423 2,854 
1971-72 916 1,366 2,038 2,360 
1972-73 1,164 308 1,383 1,782 
1973-74 1,554 1547 1,386 197 
1974-75 1,948 2,139 1,546 3,940 
1975-76 145 4,774 4,779 4,627 
1976-77 6,495 5,548 4,267 4,812 
1977-78 10,579 8,449 7,263 8,172 
1978-79 Pera 1 WE Ls 6,851 8,778 
1979-80 11,330 10,445 LOST 3 7,878 
1980-81 13,018 10,117 8,960 LT1S3 
1981-82 14,595 8,331 8,678 93367 
1982-83 23,988 235250 24,433 22,592 
1983-84 31,785 25,082 24,635 26,468 
1984-85‘) 35,798 29,652 PUR | 27,022 
1985-86 SBA) 28,045 

1986-87 32,740 24,760 


) Preliminary. 

‘2) Forecast. 

3) Transactions in unmatured debt payable in foreign currencies have been included as part of foreign exchange transactions. To 
the extent such foreign borrowings are used to build up exchange reserves, there is no net requirement/source of Canadian 
dollars from foreign exchange transactions. To the extent the proceeds of such borrowings are used in intervention, there is a 
net requirement/source of Canadian dollars from foreign exchange transactions. 


foreign exchange have been somewhat less than requirements excluding foreign 
exchange. Finally, the table shows a measure of government borrowing on 
financial markets — the net change in unmatured debt. Differences between 
financial requirements including foreign exchange transactions and borrowing 
reflect swings in cash balances. While, over time, borrowing and financial 
requirements show very similar trends, they can differ significantly in individual 
years because of changes in cash balances. 


The Structure of Federal Government Debt 


The evolution of the federal government’s net debt has been discussed in earlier 
sections. Net debt is the sum of budgetary deficits less surpluses experienced since 
Confederation; that is, it changes from one fiscal year-end to the next by the 
amount of the budgetary deficit (or surplus) in the intervening fiscal year. As 
shown in Table A.6.2, net debt is equal to gross financial liabilities less financial 
assets. Gross debt, in turn, is the sum of various government liabilities, the most 
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Table A.6.2 


Government of Canada 

Gross and Net Debt, 

1970-71 to 1984-85 

a ee a ee, ee eS 


Total 
unmatured 
debt held Total Of which: Gross Less: net Net 
by outside other superannuation public recorded public 
parties liabilities accounts debt assets debt 


ee ee ee ee 


(millions of dollars) 


1970-71 24,805 12,749 7,200 37,554 18,659 18,895 
1971-72 PALES Ko) 13,963 7,934 41,128 2S M7 19,811 
1972-73 28,944 15,313 8,792 44,257 23,282 20,975 
1973-74 29,065 L737, 9,794 46,802 24,273 PPPS) 
1974-75 32,958 19,289 11,054 52,247 27,770 24,477 
1975-76 37,548 21,857 12,557 59,405 29,185 30,220 
1976-77 42,358 24,918 14,212 67,276 30,561 36,715 
1977-78 51,385 28,798 16,101 80,183 32,889 47,294 
1978-79 66,349 31,153 18,056 97,502 37,687 59,815 
1979-80 TA al) 33,465 20,021 105,176 34,031 71,145 
1980-8] 82,798 37,463 22,329 120,261 36,098 84,163 
1981-82 91,946 45,511 25,343 137,457 38,699 98,758 
1982-83 PIS {155 47,748 28,826 162,903 40,157 122,746 
1983-84 141,603 54,434 32,688 196,037 41,506 154,531 
1984-85) 171,409 60,945 37,030 232,354 42,025 190,329 


———- oO“ 


‘) Preliminary. 


important of which are the outstanding stock of unmatured debt on financial 
markets and the liabilities to the superannuation accounts. The former is the 
counterpart to the domestic borrowing shown in the last column of Table A.6.1 
plus foreign borrowing. This annex concentrates on government debt operations 
and their implications for credit markets; for these purposes the “financial 
markets” component of gross debt, unmatured debt, is most relevant. The 
remainder of this discussion of debt will be devoted largely to this component of 
gross debt which is shown in column 1 of Table A.6.2. 


The federal government borrows domestically in three basic forms: marketable 
bonds, Treasury bills and Canada Savings Bonds (CSBs); there is also some 
foreign borrowing. In recent years, as seen in Chart A.6.1, marketable bonds have 
accounted for approximately 40 to SO per cent of total debt; the marketable bond 
share of total unmatured debt was about 47 per cent in 1981-82 and declined to 
40 per cent in 1984-85. Treasury bills over the same period accounted for between 
20 and 30 per cent of the debt, rising recently from 21 per cent of unmatured debt 
in 1981-82 to 30 per cent in 1984-85. CSBs accounted for approximately 

20 to 30 per cent of the debt over the period, falling somewhat recently from 

27 per cent in 1981-82 to 25 per cent in 1984-85. 


18) 


Government of Canada, Components of 
Unmatured Debt 1970-71 to 1984-85 


50 7 jj 
40 ; , Li 
_ . Ze 
Canadian Currency Marketable Bonds 
on Treasury Bills 
“ | : 
(Z] Foreign Currency Debt 


Note: Excludes non-marketable bonds issued to CPP Investment Fund. 


Another view of the stock of unmatured debt of some interest is its breakdown into 
different maturities. Table A.6.3, below, shows that, in line with the general 
decline in the share of unmatured debt accounted for by marketable bonds, most 
maturity ranges of marketable bonds declined in relative importance in recent 
years; however, the 5-10 year range increased from 2.6 per cent in 1981-82 to 10.3 
per cent in 1984-85. 


Table A.6.3 


Government of Canada, 

Maturity Structure of Unmatured 

Direct Debt, 1970-71 to 1984-85 

SSS ee ee ee ee 


Canadian currency debt Foreign currency debt 


3 years and under 


Canada 
Treasury 10 years Savings Term Total 
bills Bonds 3-5 years 5-10 years and over Bonds Bonds loans Standbys debt 
(per cent) 

1970-71 15.0 19.7 10.9 10.2 HES 31.4 123 ~ ~ 100.0 
1971-72 14.0 18.1 EG 7.6 11.9 BBY 7/ Te ~ - 100.0 
1972-73 14.8 18.1 10.8 6.3 10.9 38.0 1.1 - - 100.0 
1973-74 17.0 17.4 8.2 15.4 Sal 36.1 0.8 - - 100.0 
1974-75 17.0 19.5 8.7 10.2 4.9 39.1 0.6 - - 100.0 
1975-76 17.1 18.2 11.3 5.8 6.3 40.9 0.4 - - 100.0 
1976-77 19.5 16.9 9.5 6.4 8.9 38.4 0.4 - - 100.0 
1977-78 21.9 15.6 7.2 ke 11.0 35.0 03 - ley 100.0 
1978-79 20.2 13 9.4 4.5 14.0 28.7 5.0 Nod! 4.2 100.0 
1979-80 LES 13.9 10.6 3.9 73} 27.4 5.0 1.6 0.6 100.0 
1980-81 26.3 1329 10.6 355 21.0 19.1 3.9 0.4 He) 100.0 
1981-82 21.0 16.8 8.0 Pell 19.7 27.0 4.2 0.6 - 100.0 
1982-83 21 14.0 7.4 4.6 15.9 28.3 4.2 0.3 - 100.0 
1983-84 29.3 al 4.6 7.8 15.6 26.9 3.0 0.3 0.4 100.0 
1984-85 30.4 10.3 4.3 10.3 15.5 24.6 2.8 0.7 1.1 100.0 


Government Debt Held by Non-Residents and Foreign Currency Debt 


Chart A.6.2 summarizes the breakdown of Government of Canada debt between 
resident and non-resident holdings, and between Canadian and foreign-currency 
denominated issues. It shows that non-resident holdings of government debt have 
been growing in recent years, from about 5 per cent in 1977-78 to 9 per cent at the 
end of 1983-84; however, they still remain a relatively small proportion of total 
holdings. 


Also of interest is the breakdown of government debt between Canadian and 
foreign-currency denominated issues. Foreign currency issues have risen from an 
insignificant share of debt in 1976-77, to a high of around 11 per cent in 1978-79, 
and since have fallen to a little under 5 per cent in 1984-85. The government only 
issues foreign currency debt when foreign exchange reserves are in need of 
replenishment due to use of foreign exchange for intervention. 
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Note: Excludes non-marketable bonds issued to CPP Investment Fund. 


Refinancing of Debt 


Table A.6.4 


Much of the stock of unmatured debt needs to be refinanced each year. For 
example, the maturities of Treasury bills are three, six and 12 months. The 
interest rates on recent issues of CSBs are in practice reset annually; in addition, 
as these bonds are redeemable at par at any time, the interest rate must at times 
be adjusted during the year if the general level of interest rates rises significantly. 
Thus, effective terms to maturity in excess of one year are associated with 
marketable bonds; the maturities of which range from two years to 20 years. 


There are two ways of measuring the refinancing requirements with respect to the 
outstanding stock of debt. First, the average term to maturity of the marketable 
debt gives a view as to the general frequency of recycling the debt. As can be seen 
in Table A.6.4, the average term to maturity of the marketable debt has recently 
declined somewhat from 6 years, 6 months in 1981-82 to 5 years, 6 months in 
1984-85. A more direct short-term measure is the amount of the outstanding stock 
which needs to be refinanced or to have the interest rate reset (repriced) each 
year. The data in Table A.6.4 indicate that the amount of unmatured debt at the 


Government of Canada, Unmatured Direct Debt 
To Be Refunded or Repriced, 1970-71 to 1984-85 


1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 


Notes: 


Total to be 
refunded or 
Total to be repriced as 
refunded per cent of Average 
or repriced outstanding term to 
Canada OUhc ig ie ata Ge Rea  aturity of 
Unmatured ‘Treasury Savings maturing excl. incl. excl. incl. marketable 
direct debt bills Bonds debt CSBs CSBs CSBs  CSBs debt 
(years: 
(millions of dollars; par value) (per cent) months) 
24,864 Sh 1/35) 7,805 Deli 6,446 14,251 26 57 De 
27,231 3,830 9,712 2,518 6,348 16,060 22 59 4:11 
29,004 4,290 10,989 4,058 8,348 19,337 29 67 4:5 
29,129 4,905 10,406 5,021 9,926 20,332 34 70 4:3 
33,035 5,630 12,915 2,948 8,578 21,493 26 65 3:10 
37,635 6,495 LSsS17 3,379 9,874 25,391 26 68 3:8 
42,447 8,255 16,304 3,602 11,857 28,161 28 66 4:5 
51,483 11,295 18,011 8,757 20,112 38,123 39 74 5:0 
66,494 139535 19,247 12,080 25,605 44,839 39 67 6:5 
66,007 10,325 18,081 9,547 19,872 37,953 30 57 U2 
83,014 21,770 15,812 6,333 28,103 43,919 34 5S 6:9 
92,199 19,375 24,978 9)337 28,712 53,690 31 58 6:6 
115,304 29,125 32,641 1,434 30,559 63,200 27 3) Ski/ 
141,937 41,700 38,204 13,251 54,951 93,155 39 66 SS) 
171,859 52,300 42,235 9,109 61,409 103,644 36 60 5:6 


Excludes non-marketable bonds issued to CPP Investment Fund. Modest differences from series in Table A.6.2 reflect 
the fact that Purchase Fund holdings are not excluded from series in this table. 


CSB liabilities exclude $5.8 billion in accrued interest on C-bonds and “bonus” series outstanding at March 31, 1985. 
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end of each year which needs to be refinanced or repriced (including CSBs) during 
the course of the next year has risen from $54 billion or 58 per cent of the year- 
end stock in 1981-82 to $104 billion or 60 per cent of the year-end stock in 1984- 
85. Thus, well over half of the total stock of debt needs to be refinanced or 
repriced every year; this represents a considerably larger amount of financing than 
that associated with meeting the financial requirements of the government. 


Debt Management Operations 1984-85 


Government of Canada domestic debt operations in the 1984-85 fiscal year were 
characterized by an increased reliance on marketable bonds, and by decreases in 
net issues of Treasury bills and CSBs from their levels in the previous fiscal year. 
From 1983-84 to 1984-85, net issues of Canadian currency marketable bonds rose 
from $8.5 billion to $12.7 billion; net issues of Treasury bills fell from $12.6 billion 
to $10.6 billion; while net issues of CSBs fell from $5.6 billion to around 

$4 billion. 


With the large financing program implied by continuing heavy financial 
requirements and the need to refinance a large part of the growing stock of debt, 
the frequency and size of bond issues has been increased. The current practice is 
for the government to go to market with a bond issue roughly every three weeks. 
In addition, the government has begun a regular quarterly auction of two-year 
marketable bonds. The amounts of three-month and six-month Treasury bills 
issued each week have been increased and one-year bills are offered every 

two weeks. 


In 1984-85 the Minister of Finance announced a revision to the commission rates 
paid to primary distributors of Government of Canada marketable bonds. The new 
rates, per $100 principal amount of bonds sold, are 20 cents for bonds of around 
three years maturity, and 30 cents for bonds of around five years maturity, 

45 cents for bonds of around 10 years maturity, and 60 cents for long-term bonds. 
While the rate for three-year bonds is higher than previously, rates are generally 
lower for the other maturities. It is expected that about $10 million or 15 per cent 
of annual commission costs on marketable bonds will be saved in 1985-86 under 
the new commission schedule. 


Borrowings and Loan Guarantees of Crown Corporations 
and Government Loan Guarantees 
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To provide a more comprehensive view of the government’s total influence in 
financial markets, the following sections provide information on the outstanding 
debt and loan guarantees of Crown corporations and on direct government loan 
guarantees. To a large extent the capital market views borrowings and loan 
guarantees of Crown corporations as well as government loan guarantees as 
having a similar credit standing to government borrowing. This means financing is 
provided for these activities on more favourable terms than would otherwise be 


available in financial markets. However, from the government’s view, the 
borrowing and guarantee activities of the Crown corporations are intended to be 
self-financing. Crown corporations are expected to repay their loans themselves, 
and they have guarantee and insurance premiums in place to cover expected losses 
on guarantee programs. Certain Crown corporations have statutory authority to 
borrow from the government and not the private financial market. For these 
corporations the government provides loan funds at cost and the borrowing is 
included in the government’s overall financial requirements. 


(a) Crown Corporation Borrowing and Guarantees 


Until fairly recently, Crown corporations usually borrowed from the government. 
However, beginning in the mid-1970s and accelerating after 1980, most of the 
major commercial Crown corporations were authorized to borrow directly in the 
capital market. 


An important distinction relating to Crown corporation borrowings or guarantees 
is that most of the Crown corporations involved are agents of the government and 
their debts are thus direct obligations of the government. Two Crown 
corporations, CN and Air Canada, are however non-agents and their borrowings 
are not direct obligations of the government. All borrowings of Crown 
corporations require the approval of the Minister of Finance. For the purposes of 
this analysis the borrowings of the two non-agent Crown corporations, CN and 
Air Canada, have been included in the total Crown corporation borrowing 
numbers. Also included in the analysis under Crown corporation loan guarantees 
are CMHC-insured mortgages which are viewed in the market as effectively 
government-backed financings. 


Table A.6.5 below shows the recent trends in outstanding borrowings and loan 
guarantees of the Crown corporations (the major Crown corporation borrowers 
and guarantors are listed individually) as well as forecasts as of the ends of fiscal 
years 1985-86 and 1986-87. The figures are estimates by the Crown corporations 
and are consistent with statutory restrictions approved by Parliament and with 
corporate plans and borrowing plans approved by the government. The 
outstanding stock of total borrowing of the Crown corporations rose from a level 
of $8.3 billion at the end of 1981-82 to $12.0 billion by the end of 1984-85. 
Short-term forecasts of Crown corporation debt show the stock of debt rising to 
$14.1 billion by the end of 1986-87. 


The largest Crown corporation borrowers are the financial intermediaries — the 
Export Development Corporation (EDC), the Farm Credit Corporation and the 
Federal Business Development Bank. The three corporations lend directly to most 
of their customers and they borrow in the market to fund these activities. This 
group together accounted for approximately 55 per cent of Crown corporation 
debt at the end of March 1985. 


The next largest group of borrowers comprises the two transport companies, Air 
Canada and CN, which accounted for 32 per cent of Crown corporation debt 
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Table A.6.5 


Outstanding Market Borrowings and Guarantees by 
Crown Corporations (Fiscal Years) 


1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 


(millions of Canadian dollars) 


Debt” 
Financial Crown 
Corporations 
Export Development Corporation SiS 3,840 4,839 5,059 
Federal Business Development Bank 940 1,004 921 1,021 
Farm Credit Corporation - 55 306 559 
Transport 
Air Canada 457 687 875 eS 
Canadian National Railways 1,693 2,067 2389] DISD 
Energy 
Petro-Canada 634 578 228 335 
Miscellaneous 
Canada Development Investment 
Corporation [e353 1,884 1,713 1,100 
Other 85 120 128 89 
Total debt 8,317 10,235 11,367 12,014 12,580 14,065 
Guarantees 
Canada Mortgage and Housing 
Corporation 27,200 29,600 34,500 43,000 
Canada Deposit Insurance Corporation - - 869 882 
Export Development Corporation 225 196 197 185 
Total guarantees 27,425 29,796 35,566 44,067 48,975 54,915 
Total borrowings and guarantees 35,742 40,031 46,933 56,08 1 OlFS55 68,980 


‘) Debt here refers just to borrowings — bonds, bank loans, etc. - and excludes such items as accounts payable. 
) This represents the loan insurance in force in the Mortgage Insurance Fund. 

3) Preliminary. 

‘ Forecast. 


outstanding at March 31, 1985. Petro-Canada accounted for 3 per cent, and the 
Canada Development Investment Corporation, which is the holding company for 
de Havilland, Canadair and Eldorado Nuclear, accounted for 9 per cent. 


There is also a significant amount of credit market activity which is supported by 
Crown corporations in the form of guaranteed or insured loans. The amount of 
such loan guarantees has increased from $27.4 billion at the end of 1981-82 to 
$44.1 billion at the end of 1984-85. Crown corporation loan guarantees are 
forecast to increase to $54.9 billion by the end of 1986-87 on the assumption of no 
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change in statutory ceilings. Of the total outstanding at the end of March 1985, 
CMHC accounted for $43 billion. EDC also has a small amount of loan 
guarantees outstanding in respect of export financing arrangements. Another 
Crown corporation, the Canada Deposit Insurance Corporation (CDIC), has 
recently entered into agreements with private financial institutions to guarantee 
loans extended to ensure the orderly winding down of a number of financial 
institutions. 


(b) Government Loan Guarantees 


The government directly guarantees loans under a variety of programs for social, 
agricultural and industrial purposes. Recent trends in government loan guarantees 
and short-term projections are shown in Table A.6.6; as with projected Crown 
corporation borrowings and guarantees, these estimates assume no change in 
statutory ceilings. It should be noted that the contingent liability in respect of the 
guaranteed loans outstanding is substantially less than the amount of the loans 
guaranteed themselves because in some cases, such as the Small Business Loans 
Act, the guarantee formula limits the government’s liability. For purposes of 
showing the impact on capital markets, the amount of financing being supported is 
considered the relevant measure. 


In total as seen in Table A.6.6, loan guarantees of the government added $8.4 
billion to Canada’s involvement in credit markets at the end of 1984-85. The 
largest loan guarantee program is in support of wheat sales to foreign 
governments. Under this program, the Canadian Wheat Board arranges loans for 
foreign buyers, principally from Canadian banks, which are guaranteed by the 
government. The amount outstanding was approximately $4.0 billion at the end of 
March 1985, which accounts for approximately 48 per cent of Canada’s total 
direct loan guarantee obligations. 


Table A.6.6 


Balance of Loan Guarantees Outstanding 
ee ee ee 
Year Balance 


ee I ee 
(millions of dollars) 


1981-82 5,088 
1982-83 6,497 
1983-84 6,894 
1984-85) 8,358 
1985-86 8,760 
1986-87 8,760 


—_----_—_——————— errr — SSeS 


“) Preliminary. 
(2) Forecast. 
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Other important loan guarantee programs are the Canada Student Loans Act 
($1.4 billion outstanding as of March 31, 1985), the Small Businesses Loans Act 
($1.6 billion) the Farm Improvements Loans Act ($500 million), the Fisheries 
Improvement Loans Act ($61.9 million), the Enterprise Development Program 
($49.2 million), the Regional Development Incentives Act ($37.1 million), and 
financial obligations incurred by air carriers regarding de Havilland Aircraft 
Dash 7 and Dash 8 ($125.6 million). 


It should be noted that Crown corporation and direct government loan guarantees 
discussed above do not represent the total contingent liabilities of the government. 
There are other contingent liabilities not related to credit flows such as insurance 
against nuclear accidents and deposit insurance provided by the CDIC. 


Total Federal Debt and Guarantees 


Table A.6.7 


Table A.6.7 below summarizes recent trends and short-term forecasts of total 
federal government and Crown corporation debt and guarantees. 


Total Federal Government and Crown Corporation Debt and Guarantees 


1981-82 
1982-83 
1983-84 
1984-85‘) 
1985-86 
1986-87 


Note: 
In the forecast 


Federal Loan guarantees 
unmatured Crown 
government Percent corporation Per cent Per cent Per cent 
debt of borrowing of Crown of Federal of 


outstanding GNP _ outstanding GNP _ corporations GNP government GNP 


92,199 2051 aed bi) 2.4 27,445 8.1 5,088 io 
115,304 Bat 10,235 2.9 29,796 8.3 6,497 1.8 
141,937 36.3 11,367 2.9 35,565 11 6,894 1.8 
171,859 40.7 12,014 2.9 44,067 10.5 8,357 2.0 
199,904 44.5 12,580 2.8 48,980 10.9 8,760 2.0 
224,664 46.7 14,065 2.9 54,915 11.4 8,760 1.8 


period it is assumed that change in unmatured debt can be approximated by financial requirements 


excluding foreign exchange transactions. 


‘) Preliminary. 
® Forecast. 
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